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2 Sam Schntzer vs. 
The Tax Court of the United States 
T. C. Docket No. 14208 


SAM SCHNITZER, 
Petitioner, 


VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION 
The above named petitioner hereby petitions the 
above entitled court for a redetermination of the 
deficiency set forth by the Commissioner of Internal 
Revenue in his Notice of Deficiency (Bureau Sym- 
bols IT:90D:DLA) dated March 3, 1947, and as a 
basis of his proceeding alleges as follows: 


I. 


The petitioner is an individual residing at 1011 
S. W. Vista Avenue, Portland 4, Oregon. The re- 
turns for the periods here involved were filed with 
the Collector for District of Oregon. The petitioner 
made and executed said returns as S. Schnitzer and 
said Notice of Deficiency was addressed to him as 
S. Schnitzer for the reason he ordinarily uses only 
his initials in the transaction of business. 


JH 


The Notice of Deficiency (a copy of which is at- 
tached and marked Exhibit A) was mailed to the 
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petitioner from Seattle, Washington, under date of 
March 3, 1947. 
Tide 


The taxes in controversy are income taxes for the 
calendar years 1942 and 1943 and in the amount of 
$151,044.45. 

IV. 


The Determination of the tax set forth in said 
Notice of Deficiency is based upon the following 
errors: 


(a) The Commissioner erred in refusing to 
recognize that Rose Schnitzer was a partner in The 
Alaska Junk Company during the calendar years 
1942 and 1943 with an interest therein equal to that 
of the petitioner. 


(b) The Commissioner erred in including an 
additional $54,030.86 in petitioner’s income for the 
calendar year 1942 as a result of his refusal to 
recognize Rose Schnitzer as a partner in The Alaska 
Junk Company. 


(ec) ‘The Commissioner erred in disallowing as 
a deduction of The Alaska Junk Company in the 
calendar year 1943, the sum of $202,350.60 as (1) a 
bad debt owed to The Alaska Junk Company by the 
Oregon Electric Steel Rolling Mills which became 
worthless in said calendar year, or (2) a loss de- 
ductible under the provisions of Sec. 23 (e), IRC. 


(d) ‘The Commissioner erred in including an 
additional $157,689.23 in petitioner's Income Tax 
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Net Income and in his Victory Tax Net Income 
for the calendar year 1943 as a result of his refusal 
to recognize the said Rose Schnitzer as a partner 
in the Alaska Junk Company and his said disallow- 
ance of the said sum of $202,350.60 as a deduction 
of The Alaska Junk Company. (The refusal to 
recognize the said partnership interest of Rose 
Schnitzer having the effect of increasing petition- 
er’s said income for said calendar year by the sum 
of $56,513.93, and his disallowance of the said de- 
duction having the’ effect of increasing his said 
income for said calendar year by the sum of 
$101,175.30.) 
We 


The facts upon which the petitioner relies as the 
basis of this proceeding are as follows: 


Re Partnership 


(a) At and during the calendar years 1942 and 
1943, and for a great many years prior thereto, the 
petitioner, Rose Schnitzer, Harry J. Wolf and 
Jennie Wolf were co-partners under the names and 
styles of The Alaska Junk Company and Schnitzer- 
Wolf Machinery Company, and as sich co-partners 
were engaged in the business of buying, selling and 
generally dealing in junk, new and second hand 
pipe, tools, machinery, hardware, metal and metal 
products of every character, and in the business 
activities hereinafter mentioned, and the principal 
place of business of said partners was in Portland, 
Oregon. During all said times each of the said 
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persons owned a one-quarter interest in the busi- 
ness and property of said partnership. 


(b) The Commissioner refused to recognize that 
Rose Schnitzer and Jennie Wolf were partners in 
the said business in the calendar years 1942 and 
1943 although he had recognized them as such part- 
ners for many years prior thereto, and their inter- 
ests and shares in said partnership were exactly 
the same in the calendar years 1942 and 1943 as 
their interest and shares therein throughout all the 
years in which the Commissioner did recognize and 
treat them as partners in said partnership. 


(c) The petitioner and Rose Schnitzer were in- 
termarried in Portland, Oregon, in 1906 and now 
are and ever sinee have been husband and wife. 


(d) When the petitioner was married he was 
26 years of age, had been in the United States about 
two years, did not speak English well, for about 
9 months prior to his marriage, had been engaged 
in Portland, Oregon, in the business of buying and 
selling junk, and had a net worth of approximately 
$500.00. 


(e) Sometime late in the year 1911 the petitioner 
and Harry J. Wolf engaged in a joint venture in 
purchasing and disposing of some salvage material 
being removed from the Portland Hotel. This joint 
venture led to the formation of The Alaska Junk 
Company. 


(f) On February 3, 1912, the petitioner, Harry 
J. Wolf, and one Sam Horwitz caused the Alaska 
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Junk Company to be organized as a corporation 
under the laws of the State of Oregon with a capi- 
tal stock of $5,000.00 divided into five shares of a 
par value of $1,000.00 each, and petitioner trans- 
ferred to said corporation a stock of junk and 
second hand merchandise of a reasonable value of. 
$1,000.00 in payment for one share of capital of 
said corporation, and Harry J. Wolf transferred 
junk and second hand merchandise of an equal rea- 
sonable value for one share of said capital stock. 
Sam Horwitz subscribed for but did not completely 
pay for one share of the capital stock in said cor- 
poration. The petitioner and Harry J. Wolf, each 
paying equal amounts, purchased the interest of 
Sam Horwitz in said share of capital stock to which 
he had subscribed. 


(¢) On April 12, 1912, said corporation was duly 
dissolved pursuant to a resolution adopted on March 
26, 1912, by its board of directors, and its assets 
were taken over by the petitioner and Harry J. 
Wolf, with equal interest therein, and thereupon 
they entered into an oral partnership agreement 
pursuant to which they became partners with equal 
interests, under the name and style of The Alaska 
Junk Company, for the purpose of engaging in the 
business of buying, selling and generally dealing in 
junk, pipe and new and second hand tools, hard- 
ware, metal and metal goods of every character. 


(h) Rose Schnitzer helped Sam Schnitzer ac- 
cumulate the money with which he purchased the 
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junk and second hand merchandise transferred to 
said corporation for his share of the said capital 
stock and which he contributed for the said pur- 
chase of said interest of Sam Horwitz in the capital 
stock of said corporation. 


(i) When the partnership last mentioned was 
organized the petitioner and Harry J. Wolf each 
entered into an agreement with their respective 
wives whereby the interest of each said wife in said 
partnership was recognized and fixed as being equal 
to that of her husband, and whereby it was agreed 
that each said wife should continue to aid and assist 
in accumulating money to be retained in the busi- 
ness as capital. 


(j) ‘The said partnership business was continu- 
ously carried on pursuant to the agreements set 
forth in paragraphs V (g) and (i) until January 3, 
1928, when it was decided by the petitioner, Rose 
Schnitzer, Harry J. Wolf and Jennie Wolf that 
thev would enter into a formal written partnership 
agreement, and on the date last mentioned said 
persons did enter into such an agreement whereby 
it is provided that the interest of each of the said 
persons in said partnership should be an equal un- 
divided one-quarter interest and that each of them 
should be entitled to share equally in the profits 
and losses of the business, that the partners should 
be allowed to draw wages for their services out of 
the partnership business, which wages should be 
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considered as a business expense, and that after 
deducting all business expenses, including wages 
paid to petitioner and said Harry J. Wolf, the net 
profits, if any, should be divided into four equal 
portions and paid to each of the said co-partners, 
and the losses, if any, should likewise be borne 
equally. 


(xk) ‘That said written partnership agreement 
from the date it was executed, as aforesaid, re- 
mained in force and effect to and including the 
ealendar years 1942 and 1943. 


(1) Although said written partnership agree- 
ment was not executed until said 3rd day of Janu- 
ary, 1928, all of the said parties thereto on many 
occasions from 1912 to the date of said partnership 
articles reaffirmed their original agreements men- 
tioned in paragraph V (i), and pursuant to said 
original agreements said wives continued to assist 
the petitioner and Harry J. Wolf in accumulating 
money to be retained in the said business as capital. 


(m) During the calendar years 1942 and 1943 
and for many years prior thereto the petitioner and 
Harry J. Wolf drew salaries from said partnership 
and the same were deducted as business expenses 
of the partnership prior to any division of the 
remaining profits by the partners and said salaries 
were in compensation to the petitioner and Harry 
J. Wolf for their personal services rendered to the 
said partnership. 
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Re Bad Debt Loss 


(n) At and during all the times hereinafter 
mentioned the Oregon Electric Steel Rolling Mills, 
hereinafter called the corporation, was a corpora- 
tion having an authorized capital stock of 2500 
shares consisting of common stock of a par value 
of $100.00 each, and the petitioner and Harry J. 
Wolf each subscribed to a portion of the capital 
stock, which portion was subsequently issued and 
thereupon immediately reissued so as to divide it 
equally among the petitioner, Rose Schnitzer, Harry 
J. Wolf and Jennie Wolf. Thereafter additional 
stock was issued in substantially equal amounts to 
each of the four persons last mentioned. Said cor- 
poration was fully paid for all said stock. The 
balance of the issued stock of said corporation was 
owned by other persons, Morris Schnitzer, son of 
the petitioner and Rose Schnitzer, owned all of the 
said balance except three shares. 


(o) he said partnership composed of the peti- 
tioner, Rose Schnitzer, Harry J. Wolf and Jennie 
Wolf is hereinafter referred to as The Alaska Junk 
Company. Said Morris Schnitzer at and during 
all times hereinafter mentioned was engaged in 
Portland, Oregon, in the business of buying and 
selling new and used iron, steel, tools and machinery 
and conducted such business under the name and 
style of the Schnitzer Steel Products Co. 


(p) In addition to the business activities men- 
tioned in Paragraph V (a), The Alaska Junk Com- 
pany during 1942 and 1943 and for many years 


10 San Schiutzer vs. 


prior thereto was engaged in the business of pro- 
moting and financing business enterprises of a 
nature related to the activities of said partnership 
enumerated in paragraph V (a). 


(q) In the course of its business The Alaska 
Junk Company between October 22, 1941, and No- 
vember 22, 1948, on an open account, at the instance 
and request of said corporation, advanced money 
to said corporation, either directly or by making 
payments on its account to its creditors, purchased 
and furnished it with merchandise charging the 
cost thereof to it, and sold goods, wares and mer- 
chandise to it at the regular prices charged by The 
Alaska Junk Company to the trade in general. On 
November 26, 1943, the balance due and owing to 
The Alaska Junk Company from said corporation 
on said open account was $428,132.13. 


(r) In consideration of said open account being 
credited with the sum of $174,000.00, the said cor- 
poration made, executed and delivered to The 
Alaska Junk Company 174 First Debentures (un- 
secured) in the total amount of $174,000.00, bearing 
interest at 8% per annum, and on July 14, 1943, 
said Alaska Junk Company credited said open 
account with said amount of $174,000.00, and 
charged its ‘‘Stocks and Bonds’’ account with a 
hike sum. For a valuable consideration, seventy-five 
(75) such debentures in the sum of $75,000.00 were 
also executed and delivered by said corporation to 
Morris Schnitzer. No payments of either principal 
or interest were ever made on any of said .de- 
bentures. 
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(s) Soon after the organization of said corpo- 
ration, The Alaska Junk Company and Morris 
Schnitzer entered into a contract of guaranty 
whereby it was agreed that in the event a loss 
should be sustained by The Alaska Junk Company 
as a result of its extending eredit to said corpora- 
tion, Morris Schnitzer would pay to The Alaska 
Junk Company so much of any such loss as should 
exceed 74 of the total combined losses of himself 
and The Alaska Junk Company sustained on ac- 
count of the extension of credit to said corporation 
by himself and The Alaska Junk Company, and a 
corresponding guaranty was made by The Alaska 
Junk Company to Morris Schnitzer to the extent 
of 14 of the total combine losses of said parties 
sustained through the extension of credit to said 
corporation. 


(t) The idea for the establishment of said cor- 
poration was conceived by Morris Schnitzer and 
from its inception to Julv 17, 1948, he acted as its 
president and manager. On said date he was in- 
ducted into the armed service of the United States 
and this left the corporation without a directing 
head sufficiently informed and capable of carrying 
out the purposes of the corporation. Extended and 
repeated efforts were made to secure a suitable 
manager to take his place. None could be found. 
None of the remaining stockholders of said corpo- 
ration or partners of The Alaska Junk Company 
were able to properly manage the plant. Its opera- 
tion bogged down. There was a $678,843.70 mort- 
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gage against its real estate. It owed $149,650.00 for 
which its inventories were security, and in addition 
to the stums it owed, The Alaska Junk Company 
and Morris Schnitzer, it owed $190,684.06 on open 
accounts. It lost money, became unable to pay its 
debts, and it became apparent that it would be im- 
possible for it to carry on and operate profitably. 
Thereupon many industrialists of large financial 
ability were solicited in repeated efforts to find 
some person or organization that would take over 
the interests of The Alaska Junk Company and 
Morris Schnitzer in said corporation under such 
terms as would save them from loss, or at least, 
under terms that would result in as little loss to 
them as possible. Including those solicited were 
Kenneth B. Hall and A. M. Mears, then of the 
Hesse-Ersted Iron Works. After extended nego- 
tions, an agreement was made by and between said 
Hall, Mears, The Alaska Junk Company, and 
Morris Schnitzer, by his attorney-in-fact Sam 
Schnitzer, whereby said Hall and Mears agreed to 
purchase the outstanding stock of said corporation 
at a nominal sum and thereafter to cause said cor- 
poration to execute and deliver a promissory note 
to the petitioner, Rose Schnitzer, Harry J. Wolf, 
Jennie Wolf, and Morris Schnitzer in the sum of 
$249,000.00 to be secured by a second mortgage 
upon its properties in payment of all said deben- 
tures, and to execute and deliver a promissory note 
to said persons in the sum of $151,000.00 secured 
by a third mortgage upon said properties in com- 
promise and full payment of the balance due on 
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said open account and in complete satisfaction of 
a debt of $26,493.77 then due and owing from said 
corporation to Morris Schnitzer. The Alaska Junk 
Company entered into said agreement for the rea- 
son that it gave The Alaska Junk Company the best 
opportunity it could find to realize the greatest 
possible amount on the obligations owed to it by 
said corporation. 


(u) As evidence of the correct balance due The 
Alaska Junk Company on its said open account a 
demand promissory note in the amount of said 
balance was executed and delivered by said corpo- 
ration to The Alaska Junk Company, and as evi- 
dence of the correct amount of said debt owed by 
said corporation to Morris Schnitzer a demand 
promissory note in the amount of said debt was 
executed and delivered by said corporation to Sam 
Schnitzer, the attorney-in-fact for Morris Schnitzer. 


(v) On November 26, 1948, subsequent to the 
execution and delivery of the demand notes men- 
tioned in paragraph V (uv), all of the issued stock 
of said corporation was sold to said Hall and Mears 
and transferred to them or their order pursuant to 
the agreement mentioned in paragraph V (t); and 
thereafter said corporation executed and delivered 
promissory notes and a second and a third mort- 
gage, and the same were accepted by The Alaska 
Junk Company and Morris Schnitzer, by his said 
attorney-in-fact, all in accordance with said agree- 
ment. 
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(w) Upou the receipt of said promissory note 
and second mortgage for the amount of $249,000.00 
all of the said debentures were returned to the said 
corporation as fully paid and satisfied, and The 
Alaska Junk Company credited its said open ac- 
count with $142,200.33, which was its pro-rata share 
of the said promissory note and third mortgage for 
$151,000.00, and pursuant to said guaranty agree- 
ment charged Morris Schnitzer with $83,581.20 and 
credited said open account with an equal amount, 
thereby reducing the balance of said open account 
to $202,350.60, which balance became worthless 
within the calendar year 1943, because under the 
terms of the settlement with said corporation em- 
bodied in the agreement mentioned in paragraph 
V (t) no further amount could be realized on said 
unpaid balance from the corporation, and the said 
sum of $83,581.20 was the entire amount for which 
Morris Schnitzer was lable under the said guar- 
anty. On December 31, 1943, The Alaska Junk 
Company charged off the said balance as a bad 
debt, and nothing has since been received thereon. 


(x) On account of the matters and things here- 
inabove stated The Alaska Junk Company sustained 
a bad debt or business loss in the calendar year 1943 
in the sum of $202,350.60. 


(y) ‘The Commissioner arbitrarily considered 
that the said unpaid and worthless balance of 
$202,350.60 represented a contribution by The 
Alaska Junk Company to the capital of said cor- 
poration. ‘There was no intention at any time by 
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the petitioner, or any of the other partners, that 
the said amount, or any portion thereof, should be 
a capital contribution to said corporation, but on 
the contrary it was the intention of The Alaska 
Junk Company that it was extending credit and 
that the full balance shown by its said open account 
would be repaid to it by said corporation. 


Wherefore, the petitioner prays that this Court 
may hear this proceeding and determine that the 
petitioner has paid his tax in full for the calendar 
years in question and that there is no deficiency in 
income tax and/or victory tax due from the peti- 
tioner for the said years, and prays for such further 
relief as may be necessary and proper in. the 
premises. 

/s/ ROBT. T. JACOB, 
Counsel for Petitioner. 


state of Oregon, 
County of Multnomah—ss. 


Sam Schnitzer, being first duly sworn, says that 
he is the petitioner above named, that he has had 
the said petition read to him, and is familiar with 
the statements contained therein, and that the state- 


ments contained therein are true. 
/3/ SAM SCHNITZER. 


Subscribed and sworn to before me this 24th day 
of May, 1947. 


[Seal] /s/ J. ¥. JOHNSON, 
Notary Public for Oregon. 


My Commission Expires March 28, 1951. 
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Exhibit A 


Treasury Department 
Internal Revenue Service 
Seattle 1, Washington 


March 3, 1947 


Office of Internal Revenue, Agent in Charge, Se- 
attle Division, 305A Third Avenue Building 


TT :90D :DLA 


Mr. S. Sehnitzer 
LOIS. ae Vista Avenue 
Portland 4, Oregon 


Dear Mr. Schnitzer: 


You are advised that the determination of your 
income tax liability for the taxable year ended 
December 31, 1948 discloses a _ deficiency of 
$151,044.45 as shown in the statement attached. 


In accordance with the provisions of existing 
internal revenue laws, notice is hereby given of the 
deficiency or deficiencies mentioned. 


Within 90 days (not counting Saturday, Sunday 
ov a legal holiday in the District of Columbia as the 
90th day) from the date of the mailing of this letter, 
vou may file a petition with the Tax Court of the 
United States, at its principal address, Washington 
25, D. C., for a redetermination of the deficiency 
or deficiencies. 


Commissioner of Internal Revenue aU 


Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
it to the Internal Revenue Agent in Charge, Seattle 
1, Washington for the attention of IT:90D:DLA. 
The signing and filing of this form will expedite 
the closing of your return(s) by permitting an early 
assessment of the deficiency or deficiencies, and will 
prevent the accumulation of interest, since the in- 
terest period terminates 30 days after filing the 
form, or on the date assessment is made, whichever 
is earlier. 


Very truly yours, 
JOSEPH D. NUNAN, JR., 
Commissioner, 


By /s/ S. R. STOCKTON, 
Internal Revenue Agent 
in Charge. 
DLA :mts 
Enclosures 
Statement 
Form of waiver 


18 Sam Schmutzer vs. 


‘ Statement 
IT :90D :DLA 


Mr. S. Sehnitzer 


1011 S. W. Vista Avenue 
Portland 4, Oregon 


Tax liability for the taxable year ended December 31, 1943. 


Deficiency 


Teare Can <gcscegie eee eee ee $151,044.45 

In making this determination of your income tax hability, eare- 
ful consideration has been given to the report of examination 
dated June 3, 1946, to your protest dated October 23, 1946, and 
to the statements made at the conference held on January 22, 1947. 

A eopy of the letter and statement has been mailed to your 
representative, Robert T. Jacob, in aceordance with the authority 
contained in the power of attorney exeeuted by you. 


Taxable Year Ended December 31, 1942 


Adjustments to Net Income 


Net income as diselosed by return...............--.:ceecececeeecee $ 58,995.58 
Unallowable deductions and additional income : 

(a) Income from partnership —............-..--........ 54,030.86 
ON Pe ae eee nee ne ee ONDDME MMe Se ole $113,026.44 
Nontaxable income and additional deductions: 

CCOnLTINUtIONS 2.1 ..0h.. eect tcl 723.04 
PSU IICOMIG AC FUStOA fce2. oso coco esses cesc ce ee ...-$112 303.40 


Explanation of Adjustments 


(a) It has been determined from an examination of the 1942 
return filed by the partnership, Alaska Junk Co., that your dis- 
tributive share of the income of that partnership was $118,061.72. 
Reported on the return, $64,030.86. Additional income from part- 
nership, $54,030.86. 


(b) It has been determined that your share of contributions 
made by the partnership, Alaska Junk Co., is $1,446.08. Deducted 
on the return, $723.04. Additional deduction allowed, $723.04. 
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Computation of Tax 


UE GRMCOMMONAC USCC ......-......0cseccecccncesececececenssecescncnseasces $112,303.40 
ecg rersonal CXCMPption ............-.ccccessecccsseceseceasteceseecees 1,200.00 
PUP CAMTICINTTICOME .............-.ccscccesessccecacscssossecccscncveccesesees $111,103.40 
Less: Earned income eredit Soe ENS comin 1,400.00 
alance subject to normal tax ...................cccsscccceeseeces $109,703.40 
Normal tax at 6 per cent on $109,703.40 ..$ 6,582.20 

Sumiex on $111,103.40 ...................-.......-.- 67,911.69 

De e588 oe enki Lakdedewcteavviee cist adciisadasieiedecesnueae 1A OUOe 


Taxable Year Ended December 31, 1943 
Adjustments to Net Income 


Income Tax Victory Tax 
Net Income Net Income 


Net income as disclosed by return .......... $ 61,827.03 $ 66,67 0.04 
Unallowable deductions and additional income: 

(a) Income from partnership ................ 157,689.23 157,689.23 
OSPSiS I ao $219,516.26 $224,359.27 
Nontaxable income and additional deductions: 

MP MCOMMMULIONS -..........-..--.---200------+00-- 981.08 
INGieii@ome adjusted ........-...--.-2------c-000--- $218,535.18 $224,359.27 


Explanation of Adjustments 


(a) It has been determined from an examination of the 1943 
return filed by the partnership, Alaska Junk Co., that your dis- 
tributive share of the income of that partnership was $224,203.15. 
Reported on the return $66,513.92. Additional income from part- 
nership, $157,689.23. 

(b) It has been determined that your share of contributions 


made by the partnership, Alaska Junk Co., is $1,962.16. Deducted 
on the return, $981.08. Additional deduction allowed, $981.08. 
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Computation of Income and Victory Tax 


Inicome tax net income, adjusted —.02--..-.- ener ee $218,535.18 
ese sl ersonal GNM PtiOccc2e-..czecee es eee eee 1,200.00 
UMMEUSTCL UITCOMC .2--.2-cea-cstecec-cens sesso erent ee $217,335.18 
messin Warned income Credit, 22.02. ere eee 1,400.00 
Balance subyeet to MOrmial (aX 227s eee ees $215,935.18 
Normal tax at 6% on $215,935.18............ $ 12,956.11 
BUIUNOTL Ol Sad. LO cercec tee eee ere 153,354.85 
Ml oeal income VAN <6lec 5-2-1. skoscetece cba. tes coe 166,310.96 
Victory tax net income adjusted ............ $224,359.27 
bess Specific exemption 222---- eens eee 624.00 
Income subject to victory tax ............------ $223,130.20 
Victory tax before credit, 5% of 
AAO a2 es ame seen ees MR er, 11,186.76 

Igess= Victory taxecrcditqewe ee 500.00 
IN Gt ViGhOny aN << 225 cece et edd 10,686.76 
Net income tax and vietory tax 2.2... $176,997.72 
Iimeome tax for 1942 2. eee $ 74,493.89 
Amount of net income tax and victory tax .......0........... $176,997 72 
Forgiveness feature: 

(a) Amount of Income tax for 1942....$ 74,493.89 

(b) Amount forgiven (34 of (a) ) ..... 55,870.42 

(Ce ainount, foreivel 4.4.2... 18,623.47 
Total income and victory tax lability —..0 2. $195,621.19 
Income and victory tax liability disclosed by 

Renuene account NO, doa0e1 -.........2..1.s ee 44,576.74 

Memeo OL INCOME TAX 2.2 2.se.ccccceceaseecnesess cece ee $151,044.45 


Received and filed T.C.U.S. May 26, 1947. 
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[Title of Tax Court and Cause. ] 


ANSWER 


Comes Now the Commissioner of Internal Rev- 
enue, by his attorney, Charles Oliphant, Acting 
Chief Counsel, Bureau of Internal Revenue, and 
for answer to the petition filed herein, admits, de- 
nies and alleges as follows: 


I. Admits the allegations contained in paragraph 
I of the petition. 


II. Admits the allegations contained in para- 
graph II of the petition. 


Itt. Admits that the taxes in controversy are, 
in part, income taxes for the calendar years 1942 
and 1943, and that the amount of tax so in con- 
troversy is, to wit: $151,044.45. Denies the remain- 
ing allegations contained in paragraph III of the 
petition. Alleges that said amount of, to wit: 
$151,044.45, consists, in part, of victory tax for the 
year 1943, and that by reason of the forgiveness 
feature of section 6 of the Current Tax Payment 
Act of 1943, he, the Commissioner, had determined 
a deficiency in income and victory tax only for the 
year 19453. 


IV(a) to (d), inclusive. Denies that he erred in 
his determination of the deficiency as shown by the 
notice of deficiency from which petitioner’s appeal 
is taken. Specifically denies that he erred in the 
manner and form as alleged in paragraph IV (a) 
to (d), inclusive, of the petition. 
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V(a). Denies the allegations contained in para- 
graph V(a) of the petition. 

(b) Admits his refusal to recognize that Rose 
Schnitzer and Jennie Wolf were partners in said 
business in the calendar years 1942 and 1943. De- 
nies the remaining allegations contained in para- 
graph V(b) of the petition. 

(c) Admits that. petitioner and Rose Schnitzer 
were intermarried, and now are, and ever since have 
been, husband and wife. For lack of sufficient in- 
formation or knowledge upon the basis of which 
to form a belief as to the truth or falsity thereof, 
denies the remaining allegations contained in para- 
graph V(c) of the petition. 

(d) to (h), inclusive. For lack of sufficient in- 
formation or knowledge upon the basis of which 
to form a belief as to the truth or falsity thereof, 
denies the allegations contained in paragraph V(d) 
to (h), inclusive, of the petition. 

(i) to (m), inclusive. Denies the allegations con- 
tained in paragraph V(i) to (m), inclusive, of the 
petition. . 

(n) For lack of sufficient information or knowl- 
edge upon the basis of which to form a belief as to 
the truth or falsity thereof, denies the allegations 
contained in paragraph V(n) of the petition. 

(0) For lack of sufficient information or knowl- 
edge upon the basis of which to form a belief as to 
the truth or falsity thereof, denies the allegations 
contained in paragraph V(o) of the petition. Spe- 
cifically denies that Rose Schnitzer and Jennie Wolf 
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were partners in the business known and earried 
on under the name of the Alaska Junk Company. 

(p) to (w), inclusive. For lack of sufficient in- 
formation or knowledge upon the basis of which to 
form a belief as to the truth or falsity thereof, 
denies the allegations contained in paragraph V(p) 
to (w), inclusive, of the petition. 

(x) Denies the allegations contained in para- 
graph V(x) of the petition. 

(y) Admits that he, the Commissioner, consid- 
ered the balance of $202,350.60 as a capital invest- 
ment. Denies the remaining allegations contained 
in paragraph V(y) of the petition. 


VI. Denies generally and specifically each and 
every material allegation contained in the petition, 
not hereinbefore specifically admitted, qualified, or 
denied. 


Wherefore, it is prayed that the petitioner’s ap- 
peal be denied and that the Commissioner’s deter- 
mination of deficiency be approved. 

/s/ CHARLES OLIPHANT, JHP, 
. Acting Chief Counsel, Bureau 
of Internal Revenue. 
Of Counsel: 
B. H. NEBLETT, 
Division Counsel, 


JOHN H. PIGG, 
R. G. HARLESS, 
Special Attorneys, 
Bureau of Internal Revenue. 


Received and filed T.C.U.S., August 7, 1947. 
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[Title of Tax Court and Cause. ] 


MOTION AND ORDER TO 
AMEND PETITION 


Comes now the petitioner in the above entitled 
cause by Robt. T. Jacob, his counsel of record, and 
moves the Court for an order permitting him to 
amend his petition by adding to‘ paragraph V of 
said petition immediately after sub-paragraph (m) 
of paragraph V a sub-paragraph to be designated 
(m.1) in form and substance as follows: 

(m.1) During the year 1944 the petitioner insti- 
tuted proceedings in the Tax Court of the United 
States against the Commissioner of Internal Rev- 
enue by filing in said court a petition docket number 
6264, appealing from a purported deficiency in in- 
come taxes for the calendar year 1941, in which 
petition the petitioner, among other things, alleged: 

‘“Ca) Petitioner is a member of the partnership 
of Alaska Junk Company, which said partnership 
is composed of four individuals, H. J. Wolf, Mrs. 
J. Wolf, S. Schnitzer and Mrs. R. Schnitzer, each 
owning a one-fourth interest therein.”’ 

The Commissioner of Internal Revenue filed his 
answer to said petition in said court and in his 
answer admitted the above quoted allegation. Docket 
numbers 6262, 6263 and 6265 were similar proceed- 
ings instituted respectively by Harry J. Wolf, Jen- 
nie Wolf and Rose Schnitzer, and in the petitions 
in each of these dockets there was an allegation 
similar to the one above quoted, and in the answer 
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to each said petition the Commissioner admitted 
said allegation. Thereafter the said proceeding 
docket number 6264, and the related dockets 6262, 
6263 and 6265 were consolidated for trial and tried 
by the said Tax Court of the United States, and on 
or about the 23rd day of December, 1946, the said 
Tax Court of the United States made and entered 
findings of fact and its opinion, in which findings 
of fact the said court found: 

‘“‘The petitioners are husbands and wives and 
members of a co-partnership, doing business under 
the firm name and style of Alaska Junk Company 
at Portland, Oregon. Each petitioner had a one- 
fourth interest in the firm. They filed individual 
income tax returns with the collector of internal 
revenue for the district of Oregon. 

“The partnership, Alaska Junk Company, was 
originally organized by petitioners, H. J. Wolf and 
S. Schnitzer, in 1911. Its business was the buying 
and selling of all sorts of salvage metals and ma- 
terials. The original partnership continued until 
1925 or 1926 when the wives of the partners, peti- 
tioners Jennie Wolf and Rose Schnitzer, were taken 
into the firm. That partnership is still in existence 
except that petitioner Jennie Wolf, the wife of H. J. 
Wolf, died in April 1945.”’ 

On or about the 24th day of September, 1946, the 
said Court entered its decisions in each of the said 
eauses and each of the said decisions, less formal 
parts, date, seal and signature, is as follows: 

‘*Pursuant to the determination of the Court, as 
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set forth in its Memorandum Findings of Fact and 
Opinion, entered Sept. 23, 1946, it is 

Ordered and Decided: That there is no deficiency 
in income tax for the calendar year 1941.”’ 

That the findings and decision in docket 6264 was 
a final adjudication in favor of the petitioner and 
against the Commissioner of Internal Revenue. 
Petitioner is named in said docket 6264 as S. 
Schnitzer. The interest of the petitioner, Rose 
Schnitzer, Harry J. Wolf and Jennie Wolf in said 
Alaska Junk Company were exactly the same in the 
calendar years 1942 and 1943 as in the year 1941, 
and the fact that each of the said persons has said 
interests in said partnership during said years has 
become res judicata and the Respondent ought to 
be and is estopped to deny the same. 


/s/ ROBT T. JACOB, 
Counsel for Petitioner. 


Granted June 10, 1948. Luther A. Johnson, Judge. 
Filed T.C.U.S. June 10, 1948. 
Copy served N.A.L. 


[Title of Tax Court and Cause.] 


ANSWER TO AMENDMENT TO PETITION 


Comes now the Commissioner of Internal Rev- 
enue, respondent above named, by his attorney, 
Charles Oliphant, Chief Counsel, Bureau of Inter- 
nal Revenue, and for answer to the amendment to 
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petition filed by the above-named petitioner admits 
and denies as follows: 

V-(m.1) Admits the allegations contained in 
subparagraph (m.1) of paragraph V of the petition 
except that it is denied that the findings and de- 
cision in Docket 6264 was a final adjudication in 
favor of the petitioner and against the Commis- 
sioner of Internal Revenue; that the interest of the 
petitioner, Rose Schnitzer, Harry J. Wolf and 
Jennie Wolf in said Alaska Junk Company were 
exactly the same in the calendar years 1942 and 
1943 as in the year 1941, and the fact that each of 
the said persons has said interests in said partner- 
ship during said years has become res judicata and 
the respondent ought to be and is estopped to deny 
the same. 

/3/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of 
Internal Revenue. 
Of Counsel: 
B. H. NEBLETT, 
Division Counsel, 


JOHN H. PIGG, 
LEONARD A. MARCUSSEN, 
Special Attorneys, 
Bureau of Internal Revenue. 


Received and filed T.C.U.S. July 28, 1948. 
Served July 29, 1948. 
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1328) CAINors 
The Tax Court of the United States 
Docket Nos. 14208, 14209, 14278, 14279, 14280, 14372 


SAM SCHNITZER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


ESTATE OF HARRY J. WOLF, Deceased, by 
MONTE L. WOLF, the Executor of said 
Estate, 

Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


MONTE L. WOLF, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
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BLOSSOM M. GOLDSTEIN, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


CHARLOTTE C. COHON, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


ESTATE OF JENNIE WOLF, Deceased, by 
MONTE L. WOLF, Administrator de bonis 
non with the will annexed of said Estate, 

Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


Promulgated July 14, 1949. 


FINDINGS OF FACT AND OPINION 
Two individuals, engaged for many years in the 
junk business, signed a partnership agreement in 
1928, giving to the wife of each a one-fourth inter- 
est. When the husbands began the junk business 
in a humble way, the wives’ dowries in part sup- 
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plied capital, and the wives also gave assistance by 
services. As the business expanded into a large and 
profitable enterprise, the wives were constantly con- 
sulted about policy; the husbands deferred to their 
judgment in business matters, and they participated 
fully and often decisively in important decisions. 
For 1941 the four spouses successfully contested tax 
deficiencies which the Commissioner had determined 
against them by disallowing as excessive a part of 
the salaries paid by the partnership to family mem- 
bers, and in its report this Court made a finding 
that the four were conducting business as partners, 
as alleged by them and admitted by the Commis- 
sioner. For 1942 and 1943 the Commissioner de- 
termined that the wives were not recognizable as 
partners for tax purposes. 


1. The status of the wives as partners recog- 
nizable for tax purposes, held, not res judicata by 
virtue of the decision in the prior proceeding, and 
as the question was not there put in issue, the Com- 
missioner is not collaterally estopped to raise it 
here. Commissioner v. Sunnen, 333 U. 8S. 591. 


2. On the evidence, held, that the wives are 
recognizable for tax purposes as members of the 
partnership. 

The partnership and the son of a partner in and 
after 1941 made numerous advances on open account 
_to a corporation organized with an authorized eapi- 
tal of a quarter of a million dollars to erect and 
operate a steel mill. The corporation issued its 
shares to the son, the partners and their wives, and 
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in March 1943, when advances aggregated about 
three-quarters of a million dollars, entries were 
made on the books of the partnership and of the. 
son’s business erediting $187,800 to payment for 
the shares issued, which were of that par value; 
about a quarter of a million dollars to payment for 
corporate bonds issued in that amount, and the re- 
mainder was carried on open accounts receivable 
by the partnership and son and on corresponding 
open accounts payable by the corporation. Under 
a contract with REC the corporation was forbidden 
to make any payments (except salary) to the stock- 
holders until a $700,000 RFC loan should be paid 
off by it, and the stockholders agreed among them- 
selves that the son, who held one-third of the shares, 
was to bear one-third of any total losses from the 
venture, and the partnership, two-thirds. The cor- 
poration was unsuccessful and in November 1943 
the stockholders sold their shares at one cent each 
and about $300,000 of the open accounts was written 
off as worthless. By contribution from the son the 
partnership’s share of this loss was reduced to 
about $200,000. 

On the evidence, held, that the advances consti- 
tuted contributions to capital, and the partnership’s 
loss is hence not deductible as a bad debt. 

Robt. T. Jacob, Esq., and Randall 8S. Jones, Esq., 
for the petitioners. 

Leonard A. Marcussen, Esq., for the respondent. 

The Commissioner determined a 1943 income tax 
deficiency of $151,044.45 against Sam Schnitzer; of 
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$151,049.05 against Harry J. Wolf, now deceased ; 
and of $42,273.99 against the estate of Jennie Wolf, 
deceased. He determined further that Monte L. 
Wolf, Blossom M. Goldstein and Charlotte C. Cohon 
are liable for the deficiency of Jennie Wolf’s estate 
as transferees of all the estate’s assets. The defic- 
iencies determined against Sam Schnitzer and 
Harry J. Wolf, deceased, resulted from the inelu- 
sion in each one’s income of one-fourth of the profits 
of a partnership, which fourth had been reported 
by their respective wives as partners. The deficiency 
against the estate of Jennie Wolf resulted from an 
alternative determination that she was recognizable 
as a partner. In all three determinations the dis- 
tributable shares of partnership profits were in- 
ereased by disallowance of a bad debt deduction 
claimed by the partnership on account of the worth- 
lessness of advances made by it to a corporation in 
which Sam Schnitzer, Harry J. Wolf and their 
wives were stockholders. Petitioners contend that 
the wives were bona fide members of the partner- 
ship and recognizable as such for tax purposes; that 
the partnership’s advances to the corporation were 
loans, not contributions to capital, as respondent 
contends, and the part of them which became worth- 
less and was written off in 1943 is deductible as a 
bad debt. 


Findings of Fact 


Sam Schnitzer, petitioner in Docket No. 14208, 
and Harry J. Wolf, deceased, residents of Portland, 
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Oregon, in 1942 and 1948, prepared their income 
tax returns for those years on the cash basis and 
filed them with the collector of internal revenue for 
the district of Oregon. Harry J. Wolf died on 
February 6, 1948, and his son, Monte L. Wolf, is 
executor of his estate, petitioner in Docket No. 
14209. Monte L. Wolf is also administrator de bonis 
non with the will annexed of the estate of 
Jennie Wolf, deceased, petitioner in Docket No. 
14872. Jennie Wolf, wife of Harry J. Wolf, 
died on April 8, 1945, a resident of Portland, and 
the owner of property in excess of the deficiencies 
in tax asserted against her. She filed her income 
tax returns, prepared on the cash basis, for 1942 and 
1943 with the collector of internal revenue for the 
district of Oregon. Monte L. Wolf, Blossom M. 
Goldstein and Charlotte C. Cohon, petitioners in 
Docket Nos. 14278, 14279 and 14280, also residents 
of Portland, are children of Harry J. and Jennie 
Wolf, and received, as distributees of the residue of 
Jennie Wolf’s estate, assets of a fair market value 
of $22,923.09, $23,855.57 and $24,112.08, respectively. 
The distribution of these assets left the estate with- 
out means to pay taxes, and these petitioners became 
thereby liable as transferees for any deficiency in 
tax of the transferror estate to the extent of the 
value of property received by each. 

During the vears 1942 and 1943 Sam Schnitzer 
and Harry J. Wolf were active in the operation of 
the Alaska Junk Co. (hereafter called Alaska 
Junk), a partnership engaged in the business of 
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buying, selling and generally dealing in junk, pipe, 
tools, machinery, hardware, scrap and other metal 
products in Portland. Its books were kept on an 
accrual basis, and partnership returns, prepared on 
that basis, were filed for it in 1942 and 1943 with 
the collector of internal revenue for the district of 
Oregon. On these returns Sam Schnitzer and his 
wife, Rose Schnitzer, Harry J. Wolf and his wife, 
Jennie Wolf, were listed as the partners, and a 
share of profits was reported as distributable to 
each. 

Wolf and his wife were married at Portland in 
1906. Both were born abroad, but the wife had been 
educated in this country and spoke fluent English. 
Wolf did not. Her father was engaged in the junk 
business and employed Wolf as an assistant, but 
Wolf was unhappy in his work because his handicap 
exposed him to ridicule. He remained with his 
father-in-law long enough to know the various 
metals, and as his wife was familiar with the junk 
business, they decided to operate independently. She 
had brought a dowry of about $1,000, and with this 
Wolf purchased a horse and wagon, and began to 
collect scrap metal in rural areas on trips that 
sometimes lasted two weeks or more. This serap was 
stored in the basement of their home, and his wife 
took customers’ calls, kept records, and performed 
those duties of the business which required writing. 
Schnitzer and his wife were also born abroad. She 
brought the customary dowry, and Schnitzer began 
to buy and sell scrap metal also, developing a busi- 
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ness in a petty way with his wife’s aid. About 1911 
Wolf and Schnitzer began working together in the 
junk business, Wolf contributing his horse and 
wagon and some machinery and Sehnitzer providing 
about $1,000 capital. In February, 1912, they and 
S. Horwitz organized a corporation to engage in 
the junk business, and one share of $1,000 par value 
was issued to each of the three. Because of differ- 
ences with Horwitz the corporation was dissolved 
the following April. Thereafter Wolf and Schnitzer 
jointly operated a junk business without any formal 
agreement, and developed it into a large and profit- 
able enterprise. The two famihes were on intimate 
terms during the ensuing years, and there were 
daily discussions of business problems and policies 
by the four at one or the other’s home or at the 
business office. In these conferences the wives took 
an active part, especially Jennie Wolf, whose busi- 
ness acumen was respected by both husbands. 

On January 3, 1928, the four spouses entered 
into a written agreement which recited that the two 
husbands ‘‘in eonsideration of love and affection 
* * * desire to admit’’ the two wives ‘‘as co-part- 
ners’’ in the business of buying and selling machin- 
ery, iron and iron products, which ‘‘S. Schnitzer 
and H. J. Wolf have heretofore carried on * * * 
under the names of Alaska Junk Company and 
Schnitzer-Wolf Machinery Company.’”’ It was then 
agreed that the two husbands ‘‘assign, sell and trans- 
fer’’ to their respective wives a one-fourth interest 
in the business; that the husbands carry on the 
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business in the same manner as before; that active 
management and control be vested in them and that 
they have the exclusive right to enter into contracts, 
to obligate the partnership on notes, bills and or- 
ders; to sign all checks, and to determine all ques- 
tions of management and policy. The interest of 
each partner was fixed as one-fourth; each was to 
be allowed to draw weekly wages for services, and 
after deduction of these wages and other business 
expenses, the resulting net profits were to be divided 
equally by the four and losses were to be so borne 
The four immediately signed and publicly recorded 
an Assumed Name Certificate to do business as the 
Alaska Junk Company. Books were opened, and a 
capital account was set up for the four. 
Thereafter withdrawals were made by each hus- 
band and charged to a drawing account in his name. 
The husband’s withdrawals included money used 
for household expenses, and the partnership paid 
directly some domestic bills, the amount being 
charged to the debtor husband’s account. Later a 
drawing account was set up for each wife, but the 
Wives’ drawing accounts were charged only with 
their income taxes, which the partnership paid, and 
the wives never made any direct withdrawals. 
Undrawn profits were left in the business, and at 
the end of the year the drawing accounts of spouses 
were consolidated and if one family had drawn 
more than the other, the excess was charged to the 
excess drawer husband’s account. Undrawn profits 
were then credited to capital account. As the two 


Commissioner of Internal Revenue 37 


families lived frugally, a substantial amount of 
profits was accumulated over the years and used in 
the business. Each husband was paid a salary of 
$10,000 a year for his services in 1938 and there- 
after. Constant conferences between the four spouses 
were continued. ‘he wives kept in close touch with 
all phases of the business, and no important de- 
cision was reached without their participation. Pro- 
posals for several new enterprises were dropped be- 
cause of their opposition, and other ventures were 
undertaken only after their approval. They ren- 
dered vital services to the partnership in 1942, 1943 
and preceding years, and their dowries constituted 
a material capital factor in the original launching 
of a junk business by each husband. 

Prior to 1928 Wolf and wife and Schnitzer and 
wife did not file separate income tax returns. Since 
1928 profits of the business have been reported on 
partnership returns which indicated one-fourth as 
the share distributable to each of the four, and each 
has reported the share on a separate return. A 
copy of the partnership agreement was furnished 
an examining revenue agent prior to 1931, and the 
Commissioner accepted the returns as correctly re- 
porting the partnership’s members and interests 
until 1942. In 1938 and subsequent years the dis- 
tributable shares have been computed to reflect $10,- 
000 more for each husband. 

Accepting the partnership return, the Commis- 
sioner increased the distributable profits reported 
for 1941 by disallowing as excessive compensation 
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a bonus of $10,000 each paid to a son and son-in-law 
of Schnitzer and to a son and son-in-law of Wolf, 
who were employed in the business in that year. 
Schnitzer and wife and Wolf and wife each filed 
a petition with this Court, Docket Nos. 6262-5, con- 
testing the determined increase in distributable in- 
come and the tax thereon, which resulted from the 
change, and assigning as error the Commissioner’s 
disallowance of ‘‘certain salaries paid by the Alaska 
Junk Company.’’ Each petitioner alleged that he 
was ‘‘a member of the partnership of Alaska Junk 
Company, which said partnership is composed of 
four individuals, H. J. Wolf, Mrs. J. Wolf, 8. 
Schnitzer and Mrs. R. Schnitzer; each owning a 
one-fourth interest therein.’’ Respondent admitted 
the allegation in his answers, and this Court found 
it as a fact. It also found that the partnership was 
originally organized in 1911 by Wolf and Schnitzer. 
After stating that the only issue was the ‘purely 
fact question’? of ‘‘the reasonableness of salaries 
paid to the four sons and sons-in-law,’’ the Court 
decided that the amounts paid were reasonable and 
reversed the Commissioner’s determinations by de- 
cision entered September 24, 1946. 

As Alaska Junk expanded its activities and grew 
in financial strength, it occasionally made loans or 
advances to customers in the expectation of main- 
taining or increasing its trade. These advances were 
made some times when the customer was indebted 
to it for goods and were charged to his open ac- 
count. The books indicate such advances aggregat- 
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ing $1,600 to M. Turn; $4,479.63 to Munce & Ped- 
rante; $1,510 to R. Pedrante; $2,750 to Emil Ny- 
berg; $4,500 to the Marshfield Bargain House; $8,- 
000 to the Medford Bargain House, and $1,971.08 to 
various others. All of these customers bought scrap 
and sold it to Alaska Junk or hauled scrap for 
Alaska Junk, and most of the advances were repaid 
by cash or by credit for scrap supplied. Some were 
not repaid. 

Alaska Junk also made very large advances to 
enterprises 1n which members of the Wolf and 
Schnitzer families were interested. Schnitzer’s son, 
Morris, individually operated a scrap business under 
the assumed name of Schnitzer Steel Products Co. 
Between July, 1936, and March, 1948, Alaska Junk 
made to him cash advances aggregating $119,020.99, 
of which $17,517.37 was repaid in cash and the rest 
in scrap. In 19389 Wolf, Schnitzer and their wives 
organized the Central Supply Co. as a wholesale 
dealer in plumbing and electric goods. The or- 
ganizers, in payment for its capital stock, placed 
$50,000 to its credit in an account with Alaska Junk, 
and Alaska Junk thereafter made to it aggregate 
cash advances of $15,500, and also sold it goods. 
Charges to the account have been paid. In 1939 
Wolf, Schnitzer and their wives and Morris Sch- 
nitzer incorporated Industrial Air Products Co. for 
the manufacture of oxygen and acetylene. Alaska 
Junk was charged with the amount of the stock 
subscription; thereafter made cash advances ag- 
gregating $94,427.03, and has sold merchandise to 
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the company. Repayment has been made. In 1940 
Wolf, Schnitzer and their wives and one Shea or- 
ganized Plumbing and Heating Sales Co. Alaska 
Junk again advanced the money for its capital; 
made sales to it and purchases from it. In 1941 
Alaska Junk and Dulien Steel Products Co. formed 
the Carlton Coast Railroad Liquidators as a joint 
venture to acquire and dismantle a logging camp 
and railroad and to sell the salvaged materials. 
Alaska Junk advanced $27,525 for the venture; 
acquired a 50 per cent participation, and has re- 
ceived from it $134,649.94. The partnership kept 
open accounts with all the persons and firms to 
whom the above mentioned advances were made, 
charging to such accounts all cash advanced and 
merchandise furnished, and crediting them with pay- 
ments in cash or in goods bought by it. 

On June 4, 1941, Morris Schnitzer, son of Sam 
Schnitzer, organized the Oregon Electric Steel Roll- 
ing Mills (hereafter called Oregon Steel) as an 
Oregon corporation with an authorized capital of 
$250,000, represented by 2,500 shares of stock of 
a par value of $100 each. Of the authorized shares 
subscription was made for 1,878 as follows: 


Morris Schnitzer 1,250 per value $125,100 


Sam Schnitzer 312) ne 31,250 
Harry J. Wolf 312i, |”? 31,250 
Bernard Levin 1 fii 100 


Louis Sehnitzer 1 Ce 100 
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On June 12, 1941, one share was issued to each 
of the five subscribers; on August 4, one share was 
issued to L. N. Rosenbaum, and on February 10, 
1942, 1,251 shares were issued to Morris Schnitzer ; 
31214 to Sam Schnitzer and 31214 to Harry J. Wolf. 
On February 10, 1942, Sam Schnitzer and Wolf 
surrendered their 31214 share certificates and four 
new certificates for 15614 shares each were issued 
to each of them and their wives. There were also 
changes in the holders of one share. 

Oregon Steel was organized to erect and operate 
a rolling mill for the manufacture of steel products. 
Its stockholders planned to melt down and use scrap 
metal, which in 1941 was being sold in Portland at 
$1.50 to $2 a ton less than in Seattle, and on the 
basis of engineers’ production estimates expected 
the earnings eventually to reach $50,000 or more a 
month. Morris Schnitzer, with whom the idea 
originated, was made president and general man- 
ager. He had been engaged for some years in the 
purchase and sale of new and used iron, steel, tools 
and machinery in Portland under the trade name of 
Schnitzer Steel Products Co.; had had considerable 
experience in salvage enterprises in various parts of 
the country, and had studied engineering and busi- 
ness administration at the University of Washing- 
ton. He was active in seeking capital for Oregon 
Steel, in getting engineering advice and trade in- 
formation, and in procuring materials and the neces- 
sary priorities. He consulted various steel men and 
jobbers, arranging outlets for prospective products, 
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jobbers, arranging outlets for prospective products, 
and made numerous business trips to New York and 
Washington. He experienced great difficulties in 
getting the enterprise started, and actual construc- 
tion of the mill did not begin until November, 1942. 
Sam Schnitzer, the vice president, and Harry J. 
Wolf, the secretary, also rendered services. The 
corporation’s board of directors was composed of 
Morris, Sam and Rose Schnitzer and Harry J. and 
Jennie Wolf. None of them had had any experience 
in steel production. 

From October 1941 Alaska Junk made numerous 
advances of cash to Oregon Steel; supplied it with 
goods of various kinds at cost and paid bills for it. 
The amounts of cash advance, the bills paid and 
value of the goods furnished were charged to its 
open account with Alaska Junk. As Alaska Junk 
had less than $10,000 cash normally on hand, it 
often made bank loans to provide cash advances. 
Morris Schnitzer likewise advanced cash, paid bills 
and supplied goods, dnd these amounts, together 
with the expenses of his business trips, were 
charged to the corporations account with Sehnitzer 
Steel Products Co. Nearly all of the advances were 
for plant and equipment but after operations began 
$9,460 in scrap was furnished by Alaska Junk. All 
of the foregoing charges were reflected by corre- 
sponding credits to the accounts of Alaska Junk 
and Schnitzer Steel Products Co. on the coxpora- 
tion’s books. On November 30, 1942, the corpora- 
tion’s account with Alaska Junk showed a debit 
balance of $299,069.70 and its account with Sch- 
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nitzer Steel Products Co., a debit balance of $138,- 
984.11. On an office memorandum Sam Schnitzer 
referred to those advances as ‘‘contributed capital.”’ 

During 1941 Morris Schnitzer made numerous 
attempts to procure outside capital. In June he be- 
sought New York investment banking houses to 
make a public offering of- Oregon Stecl’s stock, but 
they declined on the grounds that no proper engi- 
neering reports had been submitted and the organ- 
izers lacked adequate experience. The Commercial 
Credit Corporation refused to make a loan because 
they deemed the $250,000 authorized capital too 
small. For the same reasons the Bank of America 
refused a loan in November 1941. The Bank of 
Portland refused a loan in April 1942, despite oral 
assurances by the corporation’s officers that $1,000- 
000 would be invested in the plant and more would 
be available for working capital. In October 1941 
the corporation filed application with the Recon- 
struction Finance Corporation for a loan of 
$600,000 and employed the engineering firm of Mac- 
Donald Bros., Inc., to make a survey and report on 
the necessary investment and probable operating 
costs. On this application Morris Schnitzer, sign- 
ing as president, stated that the corporation pro- 
posed to expend $550,000 of the proceeds on build- 
ings and equipment and $50,000 on raw materials, 
brick, manganeses, scrap, ete. He estimated that 
the plant would cost $890,000; stated that capital 
was then $187,700 but added: 

We expect to increase the capital of this corpora- 
tion shortly. Additional stock will be taken hy S. 
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Schnitzer and J. Wolf to equal that of M. Schnit- 
zer. 

On the MacDonald report, filed with the RFC 
on November 10, 1941, cost of the mill and equip- 
ment was put at $987,035, exclusive of engineering, 
legal, traveling and organization expenses. Organ- 
ization expenses were given as $65,000. 

The RFC was not satisfied with the MacDonald 
report, and a second was submitted from another 
engineer, who estimated that the mill would cost 
$1,050,000. On April 2, 1942, the executive commit- 
tee of the RFC approved the loan, subject to listed 
conditions. After several changes had been made 
in the conditions, Sam Schnitzer and Wolf, as part- 
ners of Alaska Junk, wrote RFC on December 1, 
1942, that cost of the mill might exceed $1,200,000 
and that Alaska Junk would furnish any necessary 
money in excess thereof to complete the project if 
REC would lend an additional $100,000. On De- 
cember 4, 1942, RFC approved a loan of $700,000, 
having received assurance that there had been no 
change in the borrower’s financial condition and 
business prospects. Oregon Steel gave to the Fed- 
eral Reserve Bank of San Francisco its 4 per cent 
promissory note for that amount, dated December 
15, 1942, payable within five years by monthly in- 
stallments of $6,500 from May 1, 1943, and by an 
additional annual payment sufficient to make all 
payments equal to 50 per cent of the corporation’s 
net earnings for the preceding year. The note was 
secured by a duly recorded mortgage on the cor- 
poration’s rea] estate and the plant to be con- 
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structed and equipped and on its personal property 
with the exception of cash, receivables, raw mate- 
rials and inventories. Effective snpervisory powers 
were given to RFC to enforce current compliance 
with the terms. 

By separate agreement Morris, Sam and Rose 
Schnitzer and Harry J. and Jennie Wolf individu- 
ally guaranteed repayment of the note, and bound 
themselves to supply ‘‘additional working capital’’ 
in amounts deemed satisfactory by FRC as long as 
any part of the loan should remain unpaid. The 
corporation bound itself to limit officers’ annual 
salaries for such period to a total of $25,000, and 
to pay in cash no more than $15,000. In an instru- 
ment of December 29, 1941, the corporation, Morris 
Schnitzer and Alaska Junk recited that Morris 
Schnitzer and Alaska Junk had already contributed 
$138,984.11 and $299,069.70, respectively, in the form 
of cash or property to the corporation; that: 

Such contributions by stockholders have, as 
stated, been as a capital investment, and in no 
wise as outstanding accounts payable by Bor- 
rower, except to the extent that Borrower’s 
debenture notes may be issued for a part of 
such contributions or capital investment. 


And the stockholders agreed that they would re- 
ceive in payment of ‘‘all such capital investments so 
made”’ only the common stock or debenture notes of 
the corporation and the corporation in turn ecov- 
enanted to make payments in no other way. The 
corporation further agreed that as long as any part 
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of the RFC loan should remain unpaid, it would 
not issue to stockholders any preferred stock or evi- 
dence of indebtedness except debentures on a pre- 
scribed form ‘‘in return for advances made or to 
be made by them.’’ The prescribed form forbade 
payment of principal or interest on the debentures 
until full repayment of the RFC loan. These condi- 
tions were observed, but RFC did allow reimburse- 
ment for about $114,519 of subsequent advances for 
the purchase of mill equipment. 

While the final terms of the RFC loan were being 
arranged, Wolf expressed dissatisfaction because 
Morris Schnitzer, holding two-thirds of the corpo- 
rate stock, had not made a proportionate part of 
the advances. Costs of the enterprise had already 
exceeded anticipations, and Morris was financially 
unable to advance more. The stockholders entered 
into negotiations among themselves for a more sat- 
isfactory distribution of interests. They reached an 
agreement, and pursuant thereto the corporate di- 
rectors authorized issuance of debenture bonds for 
$250,000 on terms contemplated by the understand- 
ing with RFC. On January 12, 1948, it issued such 
bonds in an aggregate of $249,000 to its stockholders 
in the following amounts: 


ovis SchmiZer «. .....9.2. 5a $75,000 
Same ocHMGZer ia e252... eee 44,000 
Brose OCIMILZEM W422 4.9... 02.40 ee 43,000 
filma. VWVolt 2. g.25.... 6c ee 44,000 


pene Woll .. 1.06. ee. ee eee en 43,000 
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These bonds bore 8 per cent interest and were pay- 
able within ten years of issue, but no payment of_ 
interest or principal could be made while any bal- 
ance remained due on the corporation’s $700,000 
note to REC. 

As part of the settlement agreement Morris 
Schnitzer on March 11, 1948, surrendered 626 of his 
1,251 shares of stock. One share was reissued to 
Monte L. Wolf and the remainder to Sam Schnitzer 
and wife and Harry J. Wolf and wife so that the 
corporation’s 1,878 outstanding shares were there- 
after held as follows: 


Shares 
Peoria yochnitzer ............+.... 625 
MMSCMMMUZED ... 06.5... 62 eee 3131, 
MM CMOCNMIUZEP 66.6. ee ee eee 3121, 
feemery J. NVOIL .. 0. ee ee ee 313% 
Beeimme WWOlE 6s. e eke ee ea es 31214 
SMNMRICOVY Ol. ec ke ee ee ee eee il 


By entries of March 31, 1943, the corporation 
charged the open account of Schnitzer Steel Prod- 
ucts Co. (Morris Schnitzer) with $75,000 for ‘‘de- 
bentures issued’? and with $62,500 ‘‘to offset bal. of 
stock subscriptions due against Acc. Pay.,’’ leaving 
a eredit balance of $6,638.23 in the account. By 
entries of the same date it charged Alaska Junk’s 
open account with $174,000 ‘‘to record debentures 
issued’’ and with $124,900 ‘‘to offset bal. of stock 
subscriptions due against Acc. Pay.,’’ leaving a bal- 
ance of $315,095.41 in that account, By entries of 
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July 14, 1943, Alaska Junk credited the corpora- 
tion’s account by corresponding amounts, specify- 
ing that the shares and bonds had been issued to 
Sam and Rose Schnitzer and to Harry J. and Jen- 
nie Wolf in the amounts above set forth. No other 
shares were ever issued although in the beginning 
the organizers expected to issue more to associate 
promoters. 

In connection with the bond issue and stock trans- 
fer Morris Schnitzer orally agreed with Sam and 
Rose Schnitzer and Harry J. and Jennie Wolf that 
he would bear one-third of any loss that might result 
from the total amounts advanced and to be advanced 
by all five to the corporation, over and above the 
advances credited to stock subscriptions. They in 
turn agreed to bear two-thirds of any such loss. 
Morris Schnitzer and Alaska Junk continued there- 
after to make advances, as before, and these ad- 
vances were credited to their open accounts with 
the corporation in the same way as before, and 
charged to the corporation’s open accounts with 
them. 

In asking for larger releases of the authorized 
loan, Morris Schnitzer on March 18, 1943, wrote 
REC that costs were rising, and that the stock- 
holders had ‘‘in this job over $700,000 of our own 
money,’’ but “never originally intended to put in 
over * * * the $500,000 we were supposed to put in 
as our share in the capital investment.’’ In a prior 
letter of December 23, 1942, he had referred to 
‘‘additional costs for the extensions and additions”’ 
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to the plant, suggested in the McKee report to in- 
crease production capacity, and requested approval 
of them. 

Construction work on the mill began in November 
1942, but building materials were hard to obtain; 
new machinery was scarce; priorities could not be 
procured for some requirements, and second-hand 
equipment and materials had to be used in part. 
Prices steadily increased. The mill was finally com- 
pleted in June 1948 at a cost of $1,400,000, and the 
melting of scrap into ingot started soon thereafter. 
About the same time Morris Schnitzer entered mili- 
tary service, and his brother, Manuel Schnitzer, who 
had been employed by the corporation since the 
preceding January, took charge. Manuel was not 
familiar with steel manufacture; two engineers, 
successively engaged as managers, proved unsatis- 
factory, and competent personnel and operators 
were difficult to find. Manuel made vigorous efforts, 
however, and rolling operations were begun late in 
August. But the machinery did not function prop- 
erly; production was so far behind schedule that 
many large orders were cancelled by customers, 
principally the United States Government; creditors 
pressed for the payment of bills; there was a lack 
of ready cash, and a serious financial crisis de- 
veloped. In June 1948 the corporation began to get 
some relatively smal] loans from banks, secured by 
its steel inventory and warehouse receipts for scrap. 
By November 26 these amounted to $149,499.71. 

The stockholders again tried unsuccessfully to 
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interest outsiders to take a participating interest, 
and approached the United States Steel Co., Bethle- 
hem Steel Co., Republic Steel Co., Henry Kaiser 
and others. But in November 19438 they ceased 
operations, and on November 26 decided to with- 
draw from the enterprise entirely, and to sell all 
their shares to Kenneth E. Hall and A. M. Mears 
for one cent a share. Before so doing, they had the 
corporation give to Schnitzer Steel Products Co. 
its promissory note for $26,829.28 and to Alaska 
Junk its promissory note for $427,843.87. The 
amounts of these notes were equal to the respective 
credit balances shown on that date in the payees’ 
open accounts with the corporation, but as later 
computed such balances were in fact $26,493.77 and 
$428,132.18, respectively. That of Alaska Junk re- 
flected the following aggregate debits and credits: 


Debits 
Cash advanced 5.50) ee $327,870.23 
SS AN a So aes ee eee 166,340.16 
Goods mumished 7.2.34 347,321.62 
Tota ener eee enes $841,552.01 
Credits 
SOC (ay 2 ara ce $124,900.00 
“Earns 2 re 174,000.00 
Repayments .......... eee 114,519.88 


STON aL. 6 6) $413,419.88 
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Immediately after the sale the purchasers elected — 
new officers and directors, Mears becoming presi- 
dent. Pursuant to a resolution of the new directors 
and with consent of RFC, the corporation gave to 
Morris, Sam and Rose Schnitzer and Harry J. and 
Jennie Wolf its 6 per cent note for $249,000 pay- 
able in annual installments of $24,900 beginning 
June 1, 1954, and secured by a second mortgage on 
the corporation’s property. It also gave to them 
its 6 per cent note for $151,000 payable in annual 
installments of $15,100 beginning June 1, 1954, and 
secured by a third mortgage on its property. In 
consideration of these notes the payees surrendered 
to the corporation the debenture bonds for $249,000 
and the newly made promissory notes for $26,829.28 
and $427,843.87. 

By accepting the $151,000 note in exchange for - 
the two newly made promissory notes, the five 
former stockholders of Oregon Steel failed to re- 
cover $303,625.90 of the total shown due from the 
corporation for their advances on open account, 
which at the time showed credit balances aggre- 
gating $454,625.90. Pursuant to his agreement 
Morris Schnitzer made reimbursement to the other 
four in the amount of $83,581.20 in order to reduce 
their loss to two-thirds of the total. This settle- 
ment was effected by a charge of that amount to 
Morris on the books of Alaska Junk and by his later 
delivery of second mortgage notes on account thereof 
to Alaska Junk. The charge of $83,581.20 was ex- 
plained in the journal as follows: 
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To charge Morris Schnitzer with 14 of total loss 
in steel mill deal. Total investment and a/e 
of A.J.Co. 727,032.13; total of Morris Schnitzer 
163,993.77 or 891,325.90 for both—Total pay- 
ment by mrtge 400,000. Total loss 491,325.90. 
Morris’ share of loss ¥4 or 163,775.30. His 
investment and a/c of 163,993.77 less his inter- 
est in two mtge notes of $83,799.67 results in 
loss of 80,194.10 on the amount he expended 
plus 83,581.20 due us. 


Alaska Junk then charged off $202,350.60 on its 
accounts with the corporation as a bad debt. 

On October 3, 1948, the corporation’s books indi- 
cated an operating loss to date of $59,562.91. There 
were small operating losses in 1944 and 1945. For 
1946 the books indicate a profit of $278,196.85 before 
taxes. By 1947 corporate surplus exceeded a million 
dollars. Since November 26, 1948, and to the 
present time Oregon Steel has purchased large 
quantities of scrap from Alaska Junk. 

Alaska Junk’s partnership return for 1942 dts- 
closed net profits of $236,123.45, of which $64,030.86 
was reported as the distributable share of Sam 
Schnitzer; a like amount as the share of Harry J. 
Wolf, and $54,030.86 as the distributable shares of 
each of their wives. Each of the four included such 
share in the income reported on his individual in- 
come tax return for 1942. Alaska Junk’s partner- 
ship return for 1943 disclosed net profits of $246,- 
055.71, of which $66,513.92 was reported as the 
distributable shares of Sam Schnitzer and Harry 
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J. Wolf and $56,513.93 as the distributable shares 
of their wives. Each of the four included such 
share in the income reported on his individual in- 
come and victory tax return for 1943. 

In computing the incomes of Sam Schnitzer and 
Harry J. Wolf for 1942 and 1948, the Commissioner 
denied recognition to the wives as partners for tax 
purposes, and included half of the partnership’s net 
profits in the income of each of them. On the part- 
nership’s return for 1943 a deduction of $202,350.60 
was claimed as a bad debt, represented by Alaska 
Junk’s open account with the corporation. The 
Commissioner disallowed this deduction. In the 
event that his failure to recognize Jennie Wolf as 
a partner should not be sustained, the Commissioner 
also determined a 19438 deficiency against her estate, 
computed to reflect her claimed share in the part- 
nership income as recomputed by him. The Com- 
missioner further determined Monte L. Wolf, 
Blossom M. Goldstein and Charlotte C. Cohon liable 
for Jennie Wolf’s tax deficiency as transferees of 
her estate. 


Opinion 


Johnson, Judge: After the Commissioner had rec- 
ognized for many years that Rose Schnitzer and 
Jennie Wolf were members of the partnership con- 
ducting business under the style of Alaska Junk Co., 
he determined that for tax purposes, only their hus- 
bands, Sam Schnitzer and Harry J. Wolf, should 
be deemed partners in 1942 and 1943. He defends 
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that determination by the argument that the wives 
contributed no capital, rendered no services and ex- 
ercised no control over the business; that the agree- 
ment of 1928, by which the husbands purported to 
transfer a one-fourth interest to each wife represents 
an attempt to divide income among family members ; 
that the attempt was devoid of substance; reflected 
no bona fide intent to form a partnership with the 
wives, and should be ignored. 


1. Petitioners contend that the wives’ status as 
recognizable partners is res judicata and may not 
now be challenged. They cite this Court’s opinion 
in their prior proceeding involving partnership in- 
come for 1941, and argue that the decision in their 
favor is conclusive of the issue here raised. Admit- 
ting, as they must, that the only error assigned re- 
lated to the reasonableness of salaries, which the 
Commissioner had disallowed as a deduction in the 
computation of partnership profits for 1941, they 
insist that the Court’s finding of an existing partner- 
ship comprising the wives ‘‘was not merely collateral 
or incidental, but was material,’’ because the de- 
cision reached could not have been rendered without 
deciding that particular matter, and such matter was 
hence ‘‘properly within the issue controverted.”’ 
Packet Co. vy. Sickles, 5 Wall. 580; Southern Pacific 
Railroad Co. v. United States, 168 U.S. 1. 

We are unable to accept this view. In the prior 
proceeding the wives’ status as partners was admitted 
by respondent, not controverted. And while the prior 
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finding, based on the admission, is res judicata as to 
the parties’ tax liability for 1941, Cromwell v. County 
of Sac, 94 U.S. 351, the present proceeding, involving 
tax liability for subsequent years, is based upon a 
different cause or demand. Under such circum- 
stances the Supreme Court held in Commissioner 
v. Sunnen, 333 U.S. 591, that: 


* * * the prior judgment acts as a collateral 
estoppel only as to those matters in the second 
proceeding which were actually presented and 
determined in the first suit. * * * 


oe * * 


* * * Tf the legal matters determined in the 
earlier case differ from those raised in the 
second case, collateral estoppel has no bearing 
on the situation. See Travelers Ins. Co. v. Com- 
missioner, 161 EF. 2d 93. * * * 


Since the wives’ status as partners was not placed 
in issue in the prior proceeding, it was not judi- 
ciallv determined. This is no less true because the 
uncontested finding was reflected in a computation 
of tax deficiencies under the decision rendered. Pel- 
ham Hall Co. v. Hassett, 147 Fed. (2d) 63; Harvey 
Coal Corp. v. United States, 92 Ct. Cl. 186; 35 Fed. 
Supp. 756; C. D. Johnson Lumber Corporation, 12 
T.C.— (promulgated March 17, 1949). Accordingly, 
we hold that recognition of the wives as partners 
in this proceeding is not res judicata, and the doc- 
trine of collateral estoppel does not preclude a 
determination of that issue on its merits now. 
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2. Asan alternative to their plea of res judicata, 
petitioners contend that the evidence affirmatively 
establishes a genuine and recognizable intention of 
the husbands and wives to conduct the Alaska Junk 
Company’s business as a partnership, and that they 
have overcome the respondent’s contrary determina- 
tion. They argue on brief that a partnership of the 
four was formed when the Schnitzers ‘‘managed to 
scrape together the $1000.00’? (which was 1911) ; 
later that ‘‘the partnership in fact dates from 1912 
or 1913. The evidence of the exact date is con- 
flicting’’; that the wives initially contributed capital, 
small in amount but important at that time; that 
the instrument of 1928 merely recognized a pre- 
existing oral partnership agreement; that Jennie 
Wolf, being proficient in English and better edu- 
cated, gave valuable aid to the business at the be- 
ginning and that both wives rendered services and 
exercised control by virtue of the husbands’ defer- 
ence to their judgment and that both were constantly 
consulted about business decisions and policy. Such 
participation, they conclude, meets every test which 
the Supreme Court considered pertinent in deter- 
mining the bona fides of a family partnership in 
Commissioner v. Tower, 327 U.S. 280. 

While petitioners’ witnesses testified that a part- 
nership of the four had existed since 1911, their 
statements are contradicted by their documentary 
evidence. Indeed the allegations of the petitions are 
to the contrary, for in them it is asserted that Sam 
Schnitzer and Harry J. Wolf engaged in a joint 


Commissioner of Internal Revenue ot 


venture in 1911; organized the Alaska Junk Co. as 
a corporation in 1912 with Horwitz, and upon its 
dissolution two months later Schnitzer and Wolf 
took over the assets and ‘‘entered into an oral part- 
nership agreement.’’ No mention is made of their 
Wives, and prior to 1928 the wives filed no separate 
income tax returns. None of the four alleged part- 
ners testified, but their own understanding of their 
business relationship prior to 1928 is obvious from 
the language of the written agreement which all 
signed. In this they recite that the husbands ‘‘desire 
to admit’’ the wives as copartners in the business 
which ‘‘8. Schnitzer and H. J. Wolf have hereto- 
fore carried on.’’ Such language not merely fails to 
recognize a preexisting partnership with the wives; 
it affirmatively refutes the witnesses’ testimony 
that there was one. If a partnership of the four 
existed at all, it must have been created by the 
written agreement of 1928. 

The recitations and provisions of that agreement 
disclose that the husbands transferred the two one- 
fourth interests ‘‘in consideration of love and affec- 
tion.’’ Petitioners do not assert that they con- 
tributed any capital then, but insist that in 1911 
Schnitzer and Wolf were enabled to launch their 
business venture with marriage dowries, and these 
dowries, they contend, constituted a capital contribu- 
tion by the wives. 

In many prior decisions, holding a wife recog- 
nizable as a partner for tax purposes, substantial 
weight has been given to very small amounts of 


58 Sam Schitzer vs. 


eapital contributed by her towards the development 
of the husband’s business from humble beginnings, 
Weizer v. Commissioner (C.C.A., 6th Cir.), 165 
Fed. (2d) 772; Singletary v. Commissioner (C.C.A., 
5th Cir.), 155 Fed. (2d) 207; Humphreys v. Com- 
missioner (C.C.A., 2nd Cir.), 88 Fed. (2d) 430; 
Willis B. Anderson 6 T.C. 956, even although she 
was not made a partner until later. Canfield v. Com- 
missioner (C.C.A., 6th Cir.), 168 Fed. (2d) 907; 
N. B. Drew, 12 T.C. 5; Paul L. Kuzmick ie: 
288. Of necessity the evidence about the funds with 
which Wolf and Schnitzer began their independent 
operations is not detailed and precise. Harry J. 
and Jennie Wolf are deceased; Sam Schnitzer, being 
aged and ill, did not testify on advice of a physician. 
But an outline of the beginnings was given by sons, 
who knew it as a matter of family history, which 
testimony was received without objection from re- 
spondent. Both husbands at the time of their mar- 
riage in 1906 were poor, uneducated immigrants. 
Their wives brought each a dowry said to be about 
$1,000, and aided each in starting business as an 
independent junk dealer in a humble way. Monte 
L. Wolf stated in general terms that the wives’ 
dowries, at least in part, supphed the requisite 
capital, and attendant circumstances are very per- 
suasive that this was so. 

Respondent urges the technical objections that 
this fact is not established by competent evidence; 
that if true, it is wholly immaterial, because of the 
short-lived corporation of 1912 which issued shares 
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only to the husbands and the ensuing partnership 
which was between them alone, and that absence 
of any agreement that the wives be partners is 
fatal. While such an agreement is necessary, L. C. 
Olinger, 10 T'.C. 423, the requirement is adequately 
met by the subsequent instrument of 1928, and as is 
patent from the above cited cases, preceding capital 
contributions may properly be considered in de- | 
eiding whether or not wives are partners recogniz- 
able for tax purposes by virtue of it. Perhaps 
standing alone, these early contributions would not 
be entitled to decisive weight. But they fit signifi- 
eantly mto the accumulation of evidence that from 
the beginning and through the taxable years the 
wives took more interest in their husbands’ business 
than may be regarded as a normal incident of the 
marital relation. 

We have often rejected arguments that a wife is 
entitled to recogmtion as a partner because sher 
domestic frugality, clerical aid, interest in business 
matters and home discussions influenced and assisted 
her husband in business operations. John P. Deni- 
son, 11 T.C. 686; Edwin F. Sandberg, 8 T.C. 423; 
Flovd D. Akers, 6 T.C. 693; Leonard W. Greenberg, 
pete. io2; atid. (C.C.A., 6th Cir.), 158 Fed. (2d) 
800; see also Bradshaw v. Commissioner (C.C.A., 
10th Cir.), 150 Fed. (2d) 918. But we are persuaded 
by the evidence before us here that the wives’ par- 
ticipation in Alaska Junk greatly exceeded in ex- 
tent and in degree of business character the services 
considered in such cases as those cited. Jennie Wolf, 
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in particular, with her better education and business 
acumen, appears to have exerted decisive influence 
over business discussions not only at the humble he- 
ginning when her husband was very dependent upon 
her, but increasingly over the years. Morris 
Schnitzer and Monte L. Wolf both testified that 
Wolf was dominated by her. The husbands took the 
Wives with them on trips to investigate distant ven- 
tures for the benefit of the wives’ opinions, and the 
wives’ disapproval normally ended their interest 
in these projects. 

On such a background the wives’ failure to keep 
regular office hours, to have express authority to act 
for the partnership, or to hold separate funds loses 
its normal significance. Negotiations on important 
transactions and decisions about new ventures were 
made not at the office but at a partner’s home with 
full participation of the wives. While as a book- 
keeping matter, the wives made no withdrawals of 
their credited shares of partnership income, in fact 
they took what they pleased, having their bills sent 
for payment by the partnership. And their par- 
ticipation in the undertaking of new ventures, in 
_which the four and sometimes others had a share, 
was in effect a withdrawal by them of funds for 
investments in which they acquired a_ separate 
proprietary interest. 

We find that the wives did contribute capital to 
the business in the beginning and that after being 
made partners in 1928, they rendered vital services 
and participated in control and management to a 
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degree which entitled them to recognition as part- 
ners for tax purposes. The Commissioner’s deter- 
ination to the contrary is accordingly reversed. 

3. Petitioners assign error in respondent’s dis- 
allowance of $202,350.60 as a bad debt deduction 
from the partnership’s profits for 1943. This 
amount is the difference between Alaska Junk’s 
total advances to Oregon Steel, aggregating $841,- 
002.01, and total credits against such advances on 
the open account. The credits consist of $124,900 
for stock, $174,000 for bonds, $114,519.88 for repay- 
ments; $142,200.33, allocated part of the $151,000 
note of the purchasers, and $83,581.20 reimbursed by 
Morris under his guaranty agreement limiting loss. 
Although the disallowance does not plainly appear 
in any of the deficiency notices, which show merely 
an addition of partnership profits to the individual 
incomes of Sam Schnitzer, Harry J. and Jennie 
Wolf, all parties agreed in argument and brief that 
the $202,350.60 was claimed as a bad debt deduction 
on the partnership return and that its disallowance 
is reflected in the determinations here in contro- 
versy. At the hearing respondent’s counsel. stated 
without contradiction that the Commissioner had 
treated the amount as a capital loss, and on brief 
eontends that it should be so treated. We shall 
accept the parties’ premises in considering the issue 
raised. 

Petitioners argue that Alaska Junk’s advances, 
over and above those applied on the books to pav- 
ment for capital stock and bonds, constituted a loan 
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to Oregon Steel, made as an incident of the part- 
nership’s business of financing customers, and that 
the unrecovered portion of this loan, or $202,350.60, 
remaining after sale of Oregon Steel’s shares and 
the ensuing settlements in 1943, became worthless ; 
was written off, and is deductible as a bad debt. Re- 
spondent argues to the contrary that the advances 
were investments in permanent assets of a new 
enterprise which required the full amount as capi- 
tal; that the character of the advances as risk in- 
vestment is indicated by the corporation’s agree- 
ment not to make any payments to stockholders 
until the RFC loan should be fully discharged and 
by the stockholders’ agreement among themselves 
that any losses resulting be borne by them propovr- 
tionately to their holdings of corporate shares. 
Respondent also contends that even under the view 
that debts did result from the advances, they were 
not business debts, for Alaska Junk’s occasional 
financial aid to customers and advances to other 
enterprises which the Schnitzer and Wolf families 
formed, did not constitute a business. 

Whether a stockholder’s advance of funds to his 
corporation is to be deemed a capital contribution 
or a loan is not a new question. It has arisen tax- 
wise in issues involving, as here, the proper treat- 
ment of unrecovered advances as a bad debt or as a 
eapital loss deduction, Maloney v. Estate of Spencer 
(C.C.A., 9th Cir.), 172 Fed. (2d) 638; Cohen v. 
Commissioner (C.C.A., 2nd Cir.), 148 Fed. (2d) 
336: Van Clief v. Helvering (D.C.App.), 135 Fed. 
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(2d) 254; Woodward Iron Co. v. United States 
(N.D.Ala.), 59 Fed. Supp. 54; Edward G. Janeway, 
eeimiemior- atid. (C.C.A., 2nd Cir), 147 Fed. (2d) 
602; Joseph B. Thomas, 2 T.C. 193; Glenmore Dis- 
tilleries Co., Inc., 47 B.T.A. 218; Harry T. Nicolai, 
42 B.T.A. 899; affd. (C.C.A., 9th Cir.), other point, 
126 Fed. (2d) 927, and in issues involving a ecorpo- 
ration’s right to deduct amounts paid on such ad- 
vances under the guise of interest, United States v. 
South Georgia Ry. Co. (C.C.A., Sth Cir.), 107 Fed. 
(2d) 3; Commissioner v. Proctor Shop, Inc. (C.C.A., 
9th Cir.), 82 Fed. (2d) 792; Swoby Corporation, 9 
T.C. 887; Mullin Building Corporation, 9 T.C. 350; 
affd. (C.C.A., 3rd Cir.), 167 Fed. (2d) 1001; 1482 
Broadway Corporation, 4 T.C. 1158; affd. (C.C.A., 
2nd Cir.), 160 Fed. (2d) 885; Edward Katzinger 
Cornwee BYlA. 533; affd. (C.C.A., Tth Cir), 129 
Fed. (2d) 74. In Talbot Mills v. Commissioner, 326 
U.S. 521; Commissioner v. Schmoll Fils Associated, 
irewmc@.C-A., 2nd Cir), 110 Wed. (2d) 611, and 
Commissioner v. O.P.P. Holding Corporation 
(C.C.A., 2nd Cir.), 76 Fed. (2d) 11, a like issue was 
presented after exchanges of bonds for preferred 
shares, and the same question has arisen in bank- 
ruptey proceedings. Pepper v. Litton, 308 U.S. 295; 
Arnold v. Phillips (C.C.A., 5th Cir.), 117 Fed. (2d) 
497. 

This question is one of fact. Cohen v. Commis- 
sioner, supra. And in deciding whether or not a 
debtor-creditor relation resulted from advances, the 
parties’ true intent is relevant, Fairbanks, Morse 
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& Co. v. Harrison (N.D. Ill.), 63 Fed. Supp. 495; 
Edward Katzinger Co., supra; Daniel Gimbel, 36 
B.T.A. 539. Bookkeeping, form and the parties’ 
expressions of intent or character, the expectation of 
repayment, the relation of advances to stockholdings, 
and the adequacy of the corporate capital previously 
invested are among circumstances properly to be 
considered, for the parties’ formal designations of 
the advances are not conclusive, United States v. 
South Georgia Ry. Co., supra, but must yield to 
‘facts which even indirectly may give rise to in- 
ferences contradicting’? them. Cohen v. Commis- 
sioner, supra. See also Commissioner v. Proctor 
Shop, Inc., supra. As the Supreme Court said, 
however, in Talbot Mills v. Commissioner, supra: 

* * * There is no one characteristic, * * * 
which can be said to be decisive in the deter- 
mination of whether the obligations are risk 
investments in the corporations or debts. So 
ealled stock certificates may be authorized by 
corporations which are really debts and 
promises to pay may be executed which have 
incidents of stock. * * * 

Viewing the complex history of Oregon Steel’s 
organization and development, we are of opinion 
that the circumstances under which Alaska Junk 
made the advances require the conclusion that they 
were paid in as risk capital, not as a loan. The 
stockholders had every reason to believe as early as 
October, 1941, when Alaska Junk began to charge 
advances to the corporation’s open account with it, 
that the authorized capital of $250,000 (and a for- 
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tiori the $187,800 par value of shares eventually 
issued) was only a fraction of the minimum require- 
ments for construction of a steel mill. For this very 
reason the corporation was unable to procure com- 
mercial loans. Cost of the mill was estimated at 
$987,035 in the MacDonald report of November 1941, 
which Morris Schnitzer submitted to the RFC; at 
$1,050,000 in the second report submitted to the 
REC, and at $1,200,000 in the letter of Schnitzer 
and Wolf addressed to the RFC on December 1, 
1942, on requesting approval of a $700,000 loan. At 
that time the open account advances of Morris 
Schnitzer and Alaska Junk were already greatly in 
excess of $187,800, the par value of issued stock, 
which petitioners would treat as the maximum ¢api- 
tal invested, and in March 1948, when that amount 
was credited to the discharge of stock subscriptions, 
additional advances of $249,000 were applied by 
credits to the purchase of corporate bonds, and even 
then there remained a balance of $315,095.41 due 
Alaska Junk on the open account... The mill, how- 
ever, was not ready for operation until June, and 
Alaska Junk continued to make large advances so 
that by November 26, 1948, their total from the be- 
ginning aggregated over $800,000. Substantially 
all, with the possible exception of $9,460 in iron 
scrap, had apparently been invested in the corpora- 
tion’s organization and plant, a permanent asset. 
Advances for such a purpose are by their very na- 
ture placed at the risk of the business, and if, as 
here, business operations have not even begun, we 
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fail to pereeive any warrant for distinguishing a 
part of the advances on open account, avowedly 
credited to stock investment, from the remainder 
which were made, recorded, and used in exactly the 
same way. 

Petitioners argue that large operation profits were 
reasonably anticipated and if they had been earned, 
the corporation could have repaid its other loans, 
which had priority, and also that part of the ad- 
vances from Alaska Junk which had not been cred- 
ited to stock purchase. In support they stress the 
mill’s substantial earnings in recent years, and the 
unexpected difficulties which they encountered in 
erecting it. This argument lacks persuasive force. 
Even if the corporation had paid off the balance in 
its open account with ‘Alaska Junk from earnings, 
such payment would have still partaken of the char- 
acter of dividend distributions on risked capital 
invested in the plant. <A corporation’s financial 
structure in which a wholly inadequate part of the 
investment is attributed to stock while the bulk is 
represented by bonds or other evidence of indebted- 
ness to stockholders is lacking in the substance nec- 
essary to recognition for tax purposes, and must be 
interpreted in accordance with realities. Cf. Swoby 
Corporation, supra; Edward G. Janeway, supra; 
1432 Broadway Corporation, supra. The testimony 
of petitioners’ witnesses, especially Morris Seh- 
nitzer, that the shareholders never intended to in- 
vest more than $187,800 in stock is intelligible only 
as showing an agreement about mere form. 
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But even form itself was not consistently ob- 
served. From incorporation on June 4, 1941, until 
sale of the shares on November 26, 1943, Alaska 
Junk and Morris Schnitzer made the advances on 
open accounts as funds were needed by Oregon Steel 
and were available or procurable by them. No ad- 
vance, whether by cash payment, materials supplied 
or discharge of the corporation’s bills and obliga- 
tions, was specifically designated as made in satis- 
faction of a stock subscription, in payment for 
bonds, or as a loan. Throughout the whole period 
the advances were simply charged to open accounts 
receivable on the books of Morris Schnitzer and 
Alaska Junk and credited to open accounts payable 
on the corporation’s books, and except for formal 
qualifying shares, no stock was even issued until 
February 10, 1942, and no record of payment for 
that was made until March 31, 1943. By the latter 
date the RFC loan had been approved; Wolf had 
objected to risking any more of Alaska Junk’s funds 
in the enterprise, and a compromise agreement had 
been reached, basically changing stock ownership 
so that Morris Schnitzer would hold a third inter- 
est instead of a half and the other four, a two-thirds 
interest instead of a half. Then for the first time 
payments for shares, as redistributed, were indi- 
eated on the books of Morris and of Alaska Junk 
by credits to the corporation’s open accounts with 
them in the par value amounts of the shares, not as 
issued, but as redistributed, to the several share- 
holders, and at the same time credits were made as 
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recording payment for $249,000 in bonds simultane- 
ously issued. There still remained over $300,000 in , 
the open account of Alaska Junk, which is reflected 
in the ultimate balance that petitioners now seek 
to characterize as a loan. On the corporation’s own 
books corresponding entries were not made until 
July 14, 1943. And while, as petitioners’ witnesses 
testified, the delay may have been due to the neglect 
of a bookkeeper, we can not but share the bookKeep- 
er’s probable feeling that the entries made little dif- 
ference anyhow because the advances were all of 
the same character and could be distributed as de- 
sired among accounts for capital contributed, bonds 
issued and loans payable. 

But any substantive effect that the parties’ allo- 
cation of the advances among these three types of 
accounts might have is emasculated by their loan con- 
tracts and the agreement among themselves. So long 
as any part of the $700,000 REC loan remained un- 
paid, the corporation could not make payments on 
any account to the stockholders except $15,000 an- 
nually as salaries; inventory and like assets, not 
covered by the RFC mortgage, were pledged to se- 
eure bank loans. Obviously in apprehension of 
losses, all five stockholders agreed that Morris 
Schnitzer should bear one-third and Alaska Junk 
two-thirds of total losses that might be sustained. 
Thus the proportion of risk fixed by the relative 
stockholdings was projected to cover all the advances 
and in the final settlement Morris paid Alaska Junk 
$83,581.20 to reduce the partnership losses to two- 
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thirds of the total lost. The mere existence of such 
an agreement is incompatible with testimony that 
repayment of the advances was anticipated or with 
their characterization as loans. The stockholder had 
in view a nice matching of losses to the proportion 
of his corporate shareholding. Such a limitation is 
an incident of stock ownership, not of the debtor- 
creditor relation. 

The closing entries, moreover, on the open account 
with Alaska Junk, recording the final settlement 
with Morris, refer to ‘‘total investment and a/c’’ 
and disclose that in computation of the amount due 
from Morris, the loss was computed on the basis 
of the total advances of Morris and Alaska Junk 
from the beginning, not the amounts in open account 
remaining after credits for stock subscriptions and 
bonds. In this and other written notations, the 
parties or their bookkeepers have made statements 
consistent only with the view that the advances were 
capital contributions. We feel that such character- 
izations in book entries, resolutions, applications 
and contracts are not ordinarily entitled to great 
weight in deciding such a question as that before us. 
But if, as here, they are numerous and consistent, 
and one is followed by a computation of ‘Total 
loss,’’? in which all advances, whether attributed to 
stock, bonds, or loans, are indiscriminately grouped 
for arriving at a settlement among stockholders in 
the same proportion as their shareholdings, we 
must deem them a considered expression of the par- 
ties’ own view. 
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Petitioners advert to repayments of $114,519.88 
on the account as supporting its loan character, but 
however significant this fact might normally be, 
the release of corporate funds to Alaska Junk, con- 
trary to the RFC loan contract, was a special favor 
designed to aid Alaska Junk in desperate financial 
straits. And while the evidence does not set forth 
the details of such releases, it does show that Alaska 
Junk was unable to make advances for essential 
equipment or materials needed in mill construction 
and that RFC acted out of necessity. In substance 
it did no more than release a part of the $700,000 
loan for a specific purchase for the steel mill but 
through Alaska Junk. 


We are of opimion that all of the advances were 
contributions to capital and that the ensuing worth- 
lessness of a part thereof was not a bad debt. This 
conclusion makes it unnecessary to consider other 
contentions relative to business character of the 
alleged Ioan and its worthlessness. 


Reviewed by the Court. 

Decisions will be entered under Rule 50. 
[Seal] 

Served July 14, 1949. 
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The Tax Court of the United States 
Washington 


Docket No. 14208 


SAM SCHNITZER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION 


Pursuant to Opinion of the Tax Court promul- 
gated July 14, 1949, the respondent filed a computa- 
tion on October 6, 1949, and the petitioner, on 
November 7, 1949, filed an acquiescence in the com- 
putation as filed by the respondent. Now, there- 
fore, it is | 

Ordered and Decided: That there is a deficiency 
in income and victory tax due from this petitioner 
for the calendar year 1943 in the amount of $43,- 
287.42. 


/s/ LUTHER A. JOHNSON, 
Judge. 


Entered Nov. 9, 1949. 
Served Nov. 10, 1949. 
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In the United States Court of Appeals 
for the Ninth Cireuit 


T. C. Docket No. 14208 


SAM SCHNITZER, 
Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION FOR REVIEW 


Comes now the petitioner, by his attorneys of 
record, and respectfully shows this Honorable 
Court: 

Be 


The petitioner is an individual residing at 1011 
S. W. Vista Avenue, Portland 4, Oregon. The re- 
turns for the periods here involved were filed with 
the Collector of Internal Revenue for the District 
of Oregon. 

II. 

The respondent is the duly appointed, qualified 

and acting Commissioner of Internal Revenue of 


the United States and is hereinafter referred to as 
the ‘‘Commissioner.’’ 


ein: 


The taxes in controversy are income and victory 
taxes for the calendar year 1943. 
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ve 


Nature of Controversy 


For many years prior to and during the taxable 
year before the court Sam Schnitzer, Harry J. 
Wolf, Rose Schnitzer and Jennie Wolf were doing 
business as copartners under the name and style 
of Alaska Junk Company. During the years 1942 
and 1943 Alaska Junk Company was engaged in the 
business of buying, selling and generally dealing 
- in junk, pipe, tools, machinery, hardware, scrap, 
and other metals and, as a part of its regular busi- 
ness, made loans and advances to customers and 
affiliated enterprises, always treating these loans 
and advances as ‘‘accounts receivable”’ on its books 
of account. 

Morris Schnitzer, a son of Sam Schnitzer, was 
engaged in a similar business and in 1941 organized 
the Oregon Electric Steel Rolling Mills (hereinafter 
referred to as ‘‘Oregon Steel’’) an Oregon corpora- 
tion, to manufacture steel products. The company’s 
authorized capital was 2,500 shares having a par 
value of $100.00 each, a total capital of $250,000.00. 
Upon final distribution of this stock the partners 
of Alaska Junk Company received 1,249 shares and 
Morris Schnitzer 625 shares. 

From October, 1941, to November, 1943, Alaska 
Junk Company advanced to Oregon Steel, cash 
$327,870.23, paid bills of $166,340.16 and furnished 
goods at market prices to the amount of $347,341.62, 
making a total of $841,552.01. All of these items 
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were charged on Alaska Junk Company’s books as 
‘‘accounts receivable’? from Oregon Steel. On the 
books of Oregon Steel these items were entered as 
‘‘accounts payable.’’ Alaska Junk Company re- 
ceived payments of cash $114,519.88, received stock 
of a par value $124,900.00 and debenture notes of 
a face value of $174,000.00 making total receipts of 
$413,419.88, which items were credited to said ac- 
counts receivable. 

Morris Schnitzer and Alaska Junk Company 
orally agreed that Morris Schnitzer would bear 14 
of the total loss, if any, that might be sustained by 
Morris Schnitzer and Alaska Junk Company from 
advances to Oregon Steel over and above the ad- 
vances credited to stock subscriptions. Alaska Junk 
Company in turn agreed to bear 274 of any such 
loss. 

Alaska Junk Company was induced to make the 
advances, sell goods on credit and pay the bills 
of Oregon Steel upon a promise of early repay- 
ment, based upon engineering estimates of minimum 
earnings of $50,000.00 per month and a production 
schedule to begin early in 1943. 

In June, 1948, Morris Schnitzer was inducted 
into military service and Oregon Steel was unable 
to obtain competent management. As a result of 
this and other difficulties the operations were un- 
successful, and in November, 1943, ceased. It was 
then decided by the stockholders to withdraw from 
the enterprise, and Oregon Steel stock was then 
sold. Prior to the sale Oregon Steel issued Alaska 
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Junk Company its promissory note for $427,843.87, 
the balance of its account receivable, and issued 
its note of $26,829.28 to Schnitzer Steel Products 
Company (Morris Schnitzer). In exchange for 
these two notes Alaska Junk Company and Morris 
Schnitzer received a third mortgage note for $151,- 
000.00. This compromise resulted in a total loss of 
$303,625.90 and by reason of the agreement between 
Morris Schnitzer and Alaska Junk Company, Alaska 
Junk Company sustained a loss of $202,350.60, which 
was charged off as a bad debt. On the partnership’s 
return for 1943 a deduction of the $202,350.60 was 
claimed as a bad debt. It is this amount which 
the Commissioner has disallowed as a deduction. 
The Commissioner’s contention was upheld by the 
Tax Court of the United States and petitioner sub- 
mits that in making its determination the Tax Court 
was in error. 
Ne 


The petitioner designates the following points on 
which he intends to rely on appeal to the United 
States Court of Appeals for the Ninth Circuit from 
the decision heretofore entered by the Tax Court 
of the United States: 


1. The Tax Court erred in holding that the sum 
of $202,350.60 charged off as a bad debt by the 
partnership in which petitioner was a partner was 
not deductible as a bad debt in computing peti- 
titioner’s own net income subject to taxation. 


2. ‘The Tax Court erred in holding that the sum 
of $202,350.60 charged off as a bad debt by the part- 
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nership in which petitioner was a partner was not 
a bad debt. 

3. The Tax Court erred in holding that all of 
the advances, including said sum of $202,350.60, 
of the partnership in which petitioner was a partner 
were contributions to capital. 

4. The Tax Court erred in not finding and hold- 
ing that all of said sum of $202,350.60 was a loan 
made by the partnership in which petitioner was a 
partner. 

5. The decision entered by the Tax Court herein 
is not supported by the evidence, is contrary to the 
evidence and is in disregard of it. 

6. The Tax Court erred in determining that 
there was a deficiency in mcome and victory taxes 
for the calendar year 1943 due from the above- 
named petitioner. 


Wherefore, the petitioner petitions that the de- 
cision of the,Tax Court of the United States be 
reviewed by the United States Court of Appeals 
for the Ninth Circuit; that a copy of the record on 
review be prepared in accordance with law and 
with the rules of said Court and transmitted to the 
Clerk of said Court for filing and that appropriate 
action be taken by said Court to review and correct 
the decision of the Tax Court which petitioner sub- 
mits is erroneous. 

/s/ ROBERT T. JACOB, 
/3s/ RANDALL 8. JONES, 
Attorneys for Petitioner. 


Received and filed T.C.U.S. January 4, 1950. 


Commissioner of Internal Revenue 17 


[Title of Court of Appeals and Cause. ] 


NOTICE OF FILING OF 
PETITION FOR REVIEW 


To: Charles Oliphant, Chief Counsel for the 
Bureau of Internal Revenue. 


You will please take notice that on the 4th day 
of January, 1950, the petitioner above named filed 
with the Clerk of the Tax Court of the United 
States at Washington, D. C., a Petition for Review 
by the United States Court of Appeals for the Ninth 
Circuit of the decision of the Tax Court of the 
United States heretofore entered in the above-en- 
titled proceeding. 


A copy of said Petition for Review as filed is 
attached hereto and served upon you. 
/s/ ROBERT T. JACOB, 
/s/ RANDALL S. JONES. 


Personal Service of the foregoing together with a 
copy of the Petition for Review is hereby acknow]l- 
edged this 9th day of January, 1950. 


/3s/ CHARLES OLIPHANT, C.A.R. 


Chief Counsel, Buseau of Internal Revenue, Counsel 
for Respondent. 


Received and filed T.C.U.S. January 9, 1950. 
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The Tax Court of the United States 
Docket Nos. 14208, 14209, 14278, 14279, 14280, 14372 


SAM SCHNITZER, HARRY J. WOLF, MONTE 
L. WOLF, BLOSSOM M. GOLDSTEIN, 
CHARLOTTE C. COHON, ESTATE OF 
JENNIE WOLF, 

Petitioners, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


June 10, 1948, 9:30 a.m. 
(Met, pursuant to notice.) 
Before: Honorable Luther A. Johnson, 
Judge. , 


Appearances : 


RANDALL S. JONES, ESQ., 
917 Public Service Bldg., 
Portland, Oregon, 


ROBERT T. JACOB, ESQ, 
917 Public Service Bldg., 
Portland, Oregon, 


Appearing for the Petitioner. 
LEONARD ALLEN MARCUSSEN, ESQ., 
Appearing for the Respondent. [1*] 


* Page numbering appearing at top of page of original Reporter’s 
Transcript. 
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REPORTER’S TRANSCRIPT OF RECORD 


* % * 
Whereupon, 


MORRIS SCHNITZER 


a witness called by and on behalf of the Petitioner, 
having been first duly sworn, was examined and 
testified as. follows: 


Direct Examination 
By Mr. Jones: 

Q. Will you state your name? 

A. Morris Schnitzer. 

Q. Were you the president of the Oregon Elec- 
tric Steel Rolling Mills; is that the correct name? 

A. Yes. 

Q. You were the president? A. Yes. 

Q. From now on, in referring to it, I will say 
““Oregon Steel’? only. Where did you attend 
school ? A. University of Washington. 

@. What was the course that you took? [32] 

A. Engineering, and one year of business ad- 
ministration. 

@. During the summers and during your vaca- 
tions, in what did you engage? 

A. I worked at the Alaska Junk Company. 

Q. And after you finished school and until after 
you entered into the Oregon Steel, what did you do? 

A. I continued the work at the Alaska Junk 
there. 

Q. For how long? 

A. «I was with the Alaska Junk after I finished 
college, until 1934, I believe. 
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(Testimony of Morris Schnitzer.) 

The Court: When? 

The Witness: The first part of 1934. 

Q. (By Mr. Jones): Were you ever a partner 
of the Alaska Junk before 1943? : 

A. Yes, I was a partner with the on some ven- 
tures. In 1932 up to and including 1934. 

Q. My question is, were you ever a partner in 
the Alaska Junk Company itself? 

A. No, sir, I was not. 

Q. Explain the ventures which you mentioned? 

A. On outside work, where I was completely 
away from any interest in the Alaska Junk Com- 
pany, we made a gentlemen’s agreement, between 
Mr. Wolf and Mr. Schnitzer and myself, in [33] 
which I was to receive one-third of all the profits 
of my own work, as such, a venture that went on 
for a little over two years. 

@. Where was that? 

A. Down at Marshfield, Coos Bay, and Reeds- 
port, Oregon. 

Q. What did it consist of? 

A. I had bought three or four railroads; I 
bought all the tracks and the rail and the equip- 
ment at the company’s jobs at Coos Bay, and on 
the Umpqua, and, in turn, bought and sold a lot 
of machinery and equipment down there. 

Q. About when did that start? 

A. It started in 1933. 

Q. What part of 1933? 

A. It was toward the end of 1932 and the first 
of 1933. 
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@. And when did you finish down there? 

A. I finished that venture about January or 
February of 1934. 

@. Then where did you go? 

A. I severed my relationship with the Alaska 
Junk Company and went to California, and from 
there I had several jobs in New Orleans and Ari- 
zona. I bought some big steel jobs, plants, and 
wrecked them. 

@. What kind of jobs? 

A. Refineries, copper smelters, and I also 
handled a [84] railroad job in California, and a 
sawmill job in California. 

Q. What did you do with those railroad jobs 
and sawmill jobs? 

A. Well, I bought the complete assets, that is, 
the rails and equipment and everything. 

@. And you sold them for scrap? 

A. Yes, for scrap or relayers in the case of 


rails. 
Q. When did you return to Oregon? 
A. I returned to Oregon in the summer of 1935. 
Q. And where did you go then? 
A. TI leased ten acres down at the Guild’s Lake 
area, and decided to build a plant for myself. 


What kind of a plant? 

A scrap and field steel yard. 

What was the name of the yard or company? 
Schnitzer Steel Products. 

Who are the owners? 


O>eore 
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A. I control ninety-eight per cent of the stock 
today. 
It is a corporation? 
It is today, yes. 
Was it in 1941 and 1942 and 1943? 
No, sir. 
Was it before that? 
. No, sir; it operated under an assumed name 
certificate. [35] 

Q. Now, after your venture around Marshfield, 
did you ever work as an employee after that for 
Alaska Junk Company ? A. No, sir. 

Q. Then, all of vour connections, except in buy- 
ing and selling, or going into the joint ventures, 
or owning stock in the same company, so far as 
the Alaska Junk Company was concerned, stopped 
when you went to Marshfield? 

A. That is true. 

Q. Now, would you mind telling us how you 
came to start the Oregon Steel? Where were you 
when you got the idea? 

A. I had just about completed dismantling a 
wreck on Treasure Island, after grounding. We 
completed our job and sold the balance of it to the 
Navy. Asa boy, of course, being in the steel busi- 
ness, we also knew the steel jobbing and the steel 
scrap business; and we had some contact with steel 
mills, and there always had been a dream of my 
father’s that he would like to have a small steel 
mill. I had the opportunity at the time; I was 
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free, and no large work ahead; I thought that was 
the right time to go ahead, knowing the industry 
work was rapidly expanding; therefore I thought 
it was a good time to go ahead. 

Q. Where were you at that time? 

A. I was at San Francisco. 

Q. Did you have a corporation then organized ? 

A. Yes; I wrote to my attorney here and asked 
him to [86] organize a corporation. 

The Court: When was the corporation organ- 
ized ? 

The Witness: About the first day of June, 1941. 

Mr. Jones: Now, if your Honor please, that is 
in the stipulation; and the stock arrangement. 

The Court: That is fine. 

Q. (By Mr. Jones): You subscribed, the stipu- 
lation shows, to 1251 shares. Why did you sub- 
scribe to that amount? 

A. Well, for one thing at that time I wanted 
to have control of the corporation. I had definitely 
no exact amount of the cost of the company, and 
at least during the initial stages I wanted to know 
what was going on and I wanted the control of it. 

Q. Now, after your original stock subscriptions, 
where you took that amount, and the partners of 
the Alaska Junk Company took 625, and then re- 
allocated it amongst themselves, was there any other 
agreement about stock ownership ? 

A. What do vou mean? 
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Q. About how you would make interchanges in 
your stock interests ? 

A. I don’t get that question. 

Q. The stipulation shows that you first had 1251 
shares ? A. That is right. 

Q. And then subsequently had 625 shares issued 
to the [87] partners of Alaska Junk? 

A. That’s right. 

Q@. What was the agreement and the understand- 
ing that caused the reissuance of the stock? 

A. I think you are off there. Originally it was 
1251 and 625. That was the basis of two-thirds and 
one-third. Is that what you are asking? 

Q. No. I asked you after you subscribed to 1251 
shares and the Alaska Junk partners took 625, how 
it came that they took part of theirs—rather, a part 
of yours; they took half of yours later, did they not? 

A. Now you are talking about later on? 

Q. Yes. 

A. That is a lot different than the question you 
asked me. The reason I could not handle the hal- 
ance of the money that was involved was this: in 
the course of construction they advanced more 
money in proportion to the one-third than they 
were supposed to, to the end that Mr. Wolf asked 
for a realignment or readjustment of the stock on 
the basis of the amount of money that was due 
them, with the result I had to give them one-half of 
my stock, or 1251 shares, and I only kept one-third 
and they kept two-thirds. 
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Q. Of the issued stock? 

A. That is right. 

Q. About when did that happen? 

A. That took place about the first of January, 
1943. [38] 

Q. And during these conversations was there 
any guarantee of any kind made between you and 
the partners of Alaska Junk? 

Mr. Marcussen: I will object to that on the 
ground that there is no testimony about any con- 
versation. Could we have the conversations iden- 
tified. 

Q. (By Mr. Jones): First, I would like to 
know about the agreement 

Mr. Marcussen: My objection is to any conversa- 
tion before it has been established there was any. 

Mr. Jones: Will you read the question ? 


(Whereupon, the question referred to was 
read by the reporter as follows: ‘‘And during 
these conversations was there any guarantee 
of any kind made between you and the partners 
of Alaska Junk ?’’) 


Mr. Marcussen: I didn’t get your questions of 
conversations as directed to the guarantee. 

Mr. Jones: Yes. 

Mr. Marcussen: The objection is withdrawn. 

A. Yes; I did guarantee Alaska Junk; and that 
was due to the fact that at this time the Alaska 
Junk had put so much money ahead of my invest- 
ment that Mr. Wolf got leery and didn’t want to 
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advance any more money or material. We made 
an arrangement that I would give one-half of my 
stock, and I guaranteed that I would take care of 
my end of the one-half of [39] the loss; I guaran- 
teed, in the case of any losses, that I personally 
would pay the difference to the Alaska Junk on 
account of any advances in merchandise. 

Q. How was that guarantee to operate? You 
say you had one-third? One-third of what? 

A. Let me put it simply: in ease the Alaska 
Junk should take any losses for advances, and so 
forth, over and above their proportionate advances, 
in proportion to the reissue of the stock, that is, 
two-thirds of the investment and I having one-third 
of the investment; in other words, the losses, if 
any, would be borne in proportion to the stock 
we had. 

The Court: Tell us how you guaranteed it? 

The Witness: Just as I stated. 

Q. (By Mr. Jones): I asked you this question, 
what was the basis? You said you guaranteed one- 
third. “I asked you, you guaranteed one-third of 
what? 

A. Of their losses and my losses combined. I 
euaranteed that the difference, if I lost and they 
should lose, that Alaska should be repaid anything 
that was in excess of the two-thirds of the losses 
incurred by both of us. I guaranteed the difference 
between one-third and what the actual figure was; 
in other words, my loss would be a full one-third 
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and their full loss would not be more than two- 
thirds. If it was, I would pay that difference. [40] 

Q. On what kinds of accounts did this guarantee 
operate? What kind of losses are you speaking of ? 

A. This was on the open books. 

Mr. Mareussen: I have an objection, if your 
Honor please, that this calls for a conclusion of the 
witness, and move that it be stricken as to whether 
it was an open book loss or not. That is a conclu- 
sion of the witness. 

The Court: I think he would be entitled to show 
what interest each one had. I think it is a part of 
the explanation. I will overrule the objection. 

Q. (By Mr. Jones): Did you ever talk with any 
of the partners of Alaska Junk about how much - 
they would invest in the capital of the Oregon 
Steel ? 

A. Yes, we had many discussions on that. Of 
course, the whole picture—I think, in all fairness 
to everybody, this plan or unit was promoted on 
my idea. I started working on it in 1941, at which 
time costs were very much lower than they were 
in 1942 and 1948 or 1944. I think, in all fairness, 
we made three engineering reports, three different 
engineering reports, at different times, and at each 
time each report was a little higher. We never in- 
tended to invest so much eapital. 

Mr. Marcussen: Just a minute. Before we go 
too far. He has asked him to state what conversa- 
tion he had with [41] the parties involved pertaining 
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to the investment in capital, and I think the answer 
should be confined to that. 

The Court: I think there is an issue involved as 
to whether or not it was a capital loss, and I think 
perhaps intention might be material. I will over- 
rule the objection. 

A. (Continuing): Well, in this picture here, 
I had to spend two years in Washington, D. C., 
trying to get money, trying to get the plans started, 
and all this time—I would say this, that our finan- 
cial statements at the time are on record, not only 
in the banks but in Washington, D. C.; and the 
amount of capital that we could have put in has 
never been altered. I don’t think we made any 
statement anywhere that we ever intended to put in 
over $187,000.00 capital stock. 

Q. (By Mr. Jones): My question went to what 
the conversation was with the partners of Alaska 
Junk with respect to what Alaska Junk would 
put in? 

A. I think that is answered by the fact that 
Alaska Junk, the last six months or a year of this 
whole thing,—we never knew ourselves until the 
last minute; we didn’t want to put any more money 
in than we had to. 

Q@. Was there ever in your agreement,—was 
there ever a limit set in your agreements with 
Alaska as to what they would put in? 

A. As to what Alaska’s share in the subscribed 
capital? [42] 
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Q. As to what it would be? 

A. The maximum was two-thirds. 

Q. Of the subscribed stock? 

A. Of the subscribed maximum. I would not 
say two-thirds. No. Mr. Wolf never wanted to 
put in any more than $125,000.00 towards capital. 

-Q. Did he ever say so? A. Yes. 

Q. You heard him? A. Yes. 

Q. There were 622 unissued shares; why were 
they not issued ? 

A. At the time this company was formed we 
had a man in New York by the name of Mr. Rosen- 
baum who was given some money for helping us, and 
he was promised a sum of money for this stock, and 
that was somewheres around twelve and one-half 
per cent. 

The Court: Will you state that again, please ? 

The Witness: <A gentleman in New York was 
offered some stock for his services. We had to keep 
some open for him; we had, in the two or three year 
period approached other people and investment men, 
and as in the case of Mr. L. G. Knight of Seattle,— 
we wanted to get him in the operation, that is, to 
come in with an interest in stock; we wanted him 
to come in and operate the company. [43] 

The Court: May I have the answer read? 


(Whereupon, the last answer was read by 
the reporter as above recorded.) 


Q. (By Mr. Jones): How was this stock allo- 
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cated? Did you have any plan’ at this time as to 
how those 622 shares would be paid for, if they were 
issued to someone ? 

A. That stock which would be issued to Mr. 
Rosenbaum would be charged as a promotion in the 
formation of the company. 

Q. Did he assist in that? A. Yes. 

Q. And the stock for Knight? 

A. I believe Mr. Knight’s stock was to be 
handled this way, that he would pay for some and 
be given an opportunity to pay for the balance out 
of the salaries and proceeds or profits. 

And neither man received any stock? 
Neither man, of course, did. 

How much was to be held out for Rosenbaum ? 
About twelve and a half per cent, I believe. 
That would be about 31214 shares, wouldn’t 

A. 1 think Se 

Q. What was to happen to the others? Was 
the other block of shares what Mr. Knight was 
to get? A. That is right. [44] 

Q. If he did not take it all, and you issued the 
rest, what was the plan? 

A. Whoever got it would have to pay for it. 

Q. Whoever was going to get it would have to 
pay for it? A. That’s right. 

Q. And if you wanted it, you would have to pay 
ore yd 

A. If I wanted it, yes. You are asking what 
was the plan. 
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Q. Were you giving it away? 

A. We had no intentions of giving it away at 
any time. We did not intend to. 

Q. You did not? 

A. No; we never intended at that moment to 
give it away. 

Q. At that moment. Did you ever intend at any 
time? : 

A. If I gave it away, I certainly would get 
services or eash or something in return. 

Q. In other words, the company was going to 
sell it? A. Yes, that is right. 

Q. When you finally got your 1942 plans, did the 
mill cost more than the estimate? 

A. Just what do you mean? 

Q. There was an estimated cost for the plant; 
did the mill cost more than the 1942 estimate? 

A. It did. [45] 

Q. By about how much? 

A. By about three hundred fifty or three hun- 
dred seventy-five or four hundred thousand dollars. 

Q. Was there any restriction of anv kind placed 
upon the corporation, upon Oregon Steel, with re- 
spect to paying either yourself, that is, yourself as 
an individual, or Schnitzer Steel Products or 
Alaska? 

A. Well, the R.F.C. put a restriction on, as far 
as my salary was concerned; they only would let 
me draw $15,000.00 a year out of the business. 

Q. What was the restriction about paying the 
open account ? 
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A. So far as the open accounts were concerned, 
the R.F.C. man or representative there, Mr. Mc- 
Gonagle, refused to let our office at the steel mill 
pay the Alaska Junk or myself for the open ac- 
count. 

Q. Is that the reason why the open account got 
to the size that it did? A. Yes. 

Mr. Mareussen: I will object to that as calling 
for a conclusion of the witness, and ask that the 
answer be stricken. 

The Court: Overruled. 

Q. (By Mr. Jones): Who was Mr. McGonagle? 

A. He was an engineer brought out here by 
the Reconstruction Finance Corporation, who had 
had some large plants built under his control with 
the R.F.C. and the D.P.C. He was the engineer in 
charge of keeping contact and watching our opera- 
tions for the R.F.C., and in charge of expenditures. 

Q. When were you first notified by the Draft 
Board? 

A. Well, of course I registered and I got my 
first notice somewhere around June of 1942. I got 
by on that until my second notice in February of 
1943. 

@. And when were you finally inducted ? 

A. I was inducted the last week of June of 


@. How long were you in the army? 
A. Two and one-half years. 
Q. Inducted June, 1943? 
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A. I believe the exact date was June 22 or June 
23. They gave me ten days’ notice. 

Q. Where did you spend the greater part of your 
time in the army? A. In Europe. 

Q. When did you return? 

A. November of 1945. 

Q. What was your grade when you returned? 

A. Sergeant. 

Mr. Marcussen: I will object to that as having 
no materiality; I am willing to stipulate that this 
man has performed [47] his duty to his country. 

The Court: I don’t think that is material. What 
did you ask him? 

Mr. Jones: I asked him what his grade was 
when he returned. 

Mr. Marcussen: His rank? 

Mr. Jones: Yes. 

The Court: I will overrule the objection. What 
was the answer to the question ? 

The Witness: Sergeant. 

Q. (By Mr. Jones): When you went into the 
steel mill, did vou have any estimate of what the 
probable earnings would be as soon as it got into 
production ? 

A. The estimate by the best and most capable 
engineers was that this plant would earn between 
$60,000.00 and $75,000.00 a month on a two-furnace 
operation. 

Q. Of your knowledge, do you know of any 
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other businesses that the Alaska Junk helped to 
finance ? 

A. Yes; they helped me in 1939 to start the In- 
dustrial Aix. 

Mr. Marecussen: I will object to the question. 
Oh, I will withdraw the objection. 

The Witness: They helped me in 1939 to start 
the Industrial Air Products Company. I also know 
of their starting [48] the National Machinery Com- 
pany, because at that time I was very much in- 
terested in the company. I also knew of the Central 
Plumbing or Central Supply. 

Q. Do you know whether they made any ad- 
vanees to those companies? 

Mr. Marcussen: I will object to the question on 
the ground that the witness is not qualified, and 
not the best. evidence. 

The Court: T think that should be shown by a 
better source. The objection is sustained. 

Q. (By Mr. Jones): When you went to the 
army, did you leave any power-of-attorney ? 

A. Yes, | left a power-of-attorney with my 
father, Sam Schnitzer. 

Q. And he could act for you on anything in the 
steel mill during vour absence? Av Mes: 

Q. Well, do you know whether there was anyone 
in vour family or in the Wolf family that had had 
any experience in steel making or in the operation 
of a furnace or rolling mill? 


A. Well, there was no one, sir. [49] 
* * * 
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Q. (By Mr. Jones): On this guarantee that 
you spoke about with the Alaska Junk, did they 
make any guarantee back to vou? In other words, 
was it a two-way guarantee? A. Yes. 

Q. How did it work, so far as you were con- 
cerned ? 

A. So far as I was concerned, I had to pay quite 
a bit of money to balance the debt that they had in- 
curred. 

Q. If it had been the other way, did they have 
to [57] guarantee you that your losses would not 
exceed a certain amount? 

A. My full one-third? 

Q. That vour losses would not exceed one-third? 

A. That is right. 

Q. At what prices, when Oregon Steel bought 
from Alaska—what prices did you pay to Alaska 
for merchandise out of their stock? 

A. We paid the standard prevailing price. 

Mr. Marcussen: I will object to that on the 
ground that the witness has not been shown to be 
qualified to testify about the prices paid for scrap. 
There is no indication in that regard that any scrap 
was sold to Oregon Steel when he was connected 
with it. . 

The Court: Find out if any was sold, at any 
time when he was present, or when. 

Mr. Marcussen: That is the point of my question. 

The Court: Let us find out whether there was 


a“ 


any transaction. 
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Q. (By Mr. Jones): Keep out the scrap that 
was purchased after you went away, and I want to 
eall your attention to the things that were pur- 
chased for the construction of the mill before you 
went into the service; do you know on what basis 
or on what price that merchandise was purchased? 

A. We paid the standard prices for what was 
purchased, which standard prices were gauged by 
the Moore Book, which was the book that the Port- 
land Jobbers Association paid, or which they went 
by. That was for scrap. For new steel that was 
fabricated, we paid the jobbers’ price; for electric 
motors and so forth, the same. , 

Q. When they purchased for you on the outside 
from third party vendors, what did they charge 
you? 

The Court: What do you mean by ‘‘they’’? 

Mr. Jones: The partners at the Alaska Junk 
Company. 

Q. (By Mr. Jones): When they made pur- 
chases for you or paid bills for what you purchased, 
do you know what they charged, or whether they 
charged any profit on those transactions? 

A. There was no profit, sir. 

Mr. Jones: You may cross-examine. 

Mi. Marcussen: If your Honor please, may we 
have a brief recess for about ten minutes? 

The Court: Yes. 
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(Recess. ) 


Mr. Jones: I have one or two more questions, 
if your Honor please. 

The Court: Go ahead. 

Q. (By Mr. Jones): This man Rosenbaum that 
you spoke of, what was his [59] function in this 
thing ? 

A. In 1941 I went to New York to try to get this 
promoted in Washington, and also to help get this 
plan financed; and there was a period of about six 
months in which I worked with him. 

The Court: With whom? 

The Witness: With this man Rosenbaum in New 
York. J went to private capital in New York, and 
also to the R.F.C. in Washington. We worked to- 
gether on the O.P.M., prior to the War Production 
Board, on promotion, to build the plant; and he did 
serve some functions. 

Q. (By Mr. Jones): Did he ever give you any 
advice with respect to the capitalization of the Ore- 
gon Steel ? 

A. Yes; our original application to the R.F.C. 
was made—we sought his advice at that time. 

Q. To the extent of what the capital stock struc- 
ture should be? 

A. Yes, he was here; he.made a trip here and 
stayed at the Benson Hotel in, I believe, it was 
July or the first part of August of 1941. I am not 
quite positive on that date. But he was here in con- 
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junction of setting up the capital stock of the Ore- 
gon Hlectric Steel Rolling Mills. 

@. What capitalization did he recommend to 
you? A. $250,000.00. [60] 

Mr. Marcussen: What was that? 

Mr. Jones: I asked him what was the capializa- 
tion his financial advisor recommended. That is 
all. You may cross-examine. 


Cross-Examination 
By Myr. Marcussen: 

Q. Did Mr. Rosenbaum give a report to you? 

A. We had mail from him; we never actually 
got a report. 

Q@. Did you ask him to make a survey? 

A. No, we did not. What kind of a survey do 
you mean ? 

@. As to what it would cost to construct it? 

A. Yes, he advised us to go to McDonald Broth- 
ers in New York. We did, and they made an origi- 
nal survey and report on this plant. 

@. Myr. Rosenbaum did not make any survey? 

A. No sir, he did not. 

Q. How long was he here in Portland at the 
Benson Hotel. A. One day. 

Q. Was he here on your invitation? 

A. No, he was not. I believe he had some busi- 
ness in Seattle, and he stopped one day here and 
then he returned to New York. 

Q. How did you know of his presence here in 
Portland? [61] 
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He informed me he was coming west. 
What was the occasion for his informing 


To work on this capital stock structure. 
Had you requested him to do that? 


‘Had we requested him? 


Yes. 

Yes, we did. We asked his advice on that. 
Did you write him a letter? 

There was a lot of correspondence back and 


Who signed the letter? 

On most of the mail, I did. 

Where are those letters now? 

Which letters, sir? 

The letters to Mr. Rosenbaum ? 

He has got some of them, I guess. 

Do you have copies of them? 

Our copies, most of our attorneys have them, 


Do you recall when you first wrote him? 
I first wrote him in early 1941. 
Do you recall the nature of your statement 


in that letter? 


ine 

Q. 

rag 
wrote 


I recall some of the statements, yes. 

What was the substance of the letter? 

That we wanted to build a steel mill, and he 
us back that he had conferred with his man 


Harry Neider. [62] 


Q. 


What did you say besides telling him that you 


were going to start a steel mill? 
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A. I cannot tell you. 

Q. What was the occasion of informing him of 
that fact? 

A. We were trying to work out a steel mill. 

Q. What did you ask him to do about it? Why 
did you consult him about it? 

A. About the financing, sir. 

Q. What was the date of your inquiry? 

A. I cannot tell vou the date without checking 
the actual letters. 

Q. What was his reply? 

A. His reply was that he would like to have me 
back in New York to talk the thing over, and he 
thought it could be worked out. 

Q. Did you go to New York to see him? 

A. Yes. 

Q. About when was that? 

A. That was in the early part of 1941; that was 
the early part of 1941, somewhere around May, I 
believe; no, I will take that back, sir. It was in 
June. I was back there in June. 

Q. Was it before or after the organization of 
the corporation? [63] 

A. I really could not tell you about that without 


checking. 
Q. How long were you in New York on that 
occasion ? A. I think it was about ten days. 


Q. What were you doing there at that time? 
A. I had gone to Washington, D. C., to check 
up on some of the possibilities of getting the thing 
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through the O.P.M., and, also, checking on the avail- 
ability of some of the equipment, and also talking 
with Mr. Rosenbaum. 

Q. How much time would you estimate was spent 
with Mr. Rosenbaum? 

A. Well, I made several trips there at which 
time I spent a week or ten days. I was in the East 
off and on for a year during that time. 

Q. I am talking about your trip in early June. 
I understood it was your testimony that you were 
there for about ten weeks on that occasion. 

A. I think that is about right. 

Q. Do you mean to say you were in New York 
all the time? 

A. No, I went back and forth between Wash- 
ington and New York. J was in Washington a part 
of that time. 

Q. Well, about how much of your time were you 
in New York? 

A. <A couple of days in New York. [64] 

Q. Did Mr. Rosenbaum go to Washington with 
you? A. No sir. 

Q. Where were your conferences with him? 
Were they at all times in New York? 

A. In his office. 

Q. In his office in New York? A. Right. 

Q. What was his business? 

A. Promoting; I think that, basically, answers it. 
He is supposed to be a financial wizard. 

Q. Of whom did you learn that? 
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A. Through this reltaive, Harry Neider, who 
lived in Seattle. 

Q. By ‘‘promoter,’’ you mean he would get new 
business enterprises started? 

A. I wouldn’t say that he could get them started. 

Q. Well, does he finance them? 

A. He has no money; I don’t know how much 
money he actually has of his own, but so far as 
using his own money for financing, that is not his 
game. He took me down to two or three Wall Street 
outfits who were not interested; the trips did not 
prove fruitful. 

Q. Did you ask him at any time whether he could 
raise any capital for you or any money for this en- 
terprise that you had in mind? [65] 

A. Yes, we did. 

Q. Who were the organizations, or what were 
the organizations that he took you to in New York? 
A. We went to the Hartley Rogers Company. 

The Court: Did you mean Mr. Rosenbaum went 
with you when you said ‘‘we’’? 

The Witness: Mz. Rosenbaum took me to Haitt- 
ley Rogers and to Commercial Credit. Hartley 
Rogers promote stock issues, and Commercial Credit 
loans money to businesses. 

Q. (By Mr. Marcussen): Where are their of- 
fices in New York, if you recall? 

A. I don’t recall, sir. Hartley Rogers are on 
Wall Street, and Commercial Credit are up some- 
wheres on 34th. 
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Q. Did Mr. Rosenbaum introduce you at Com- 
mercial Credit and at Hartley Rogers? 

A. Yes. 

Q. By the way, were there any financial houses, 
any other financial houses that he took you to? 

A. Those were the only two. 

Q. Those were the only two? 

A. Yes, in New York. 

Q. What did Mr. Rosenbaum say was his pur- 
pose in taking vou to these organizations? 

A. Well, he was trying to see if he could arrange 
capital to finance it. [66] 
Money to invest and to put into the business? 
Yes. | 
What was the outcome at Hartley Rogers? 
They were not interested in the deal. 
Why not? 
. There was no engineering report or anything 
on the plan. They had, I believe, at that time— 
I think at Hartley Rogers they said they couldn’t 
sell any stock of this kind on the market without 
any previous past experience. 

Q. What was the outcome at Commercial Credit? 

A. Commercial Credit could not advance us any 
money on this deal. 

Q. What was the reason that was given that 
they could not advance any money on the deal? 

A: The same thing; they had no engineering re- 
port on the plan, and the amount of capital which 
we told them we could put in as a maximum, which 


>OPOPO 
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they said was not enough; the amount of capital that 
we were to put in and the amount that we wanted 
from them; they said our ratio was too small an in- 
vestment. 

Q. That is, the ratio of your investment to the 
total? A. That’s right. 

Q. Did they say something also about it being 
a new enterprise, and they would not be in a posi- 
tion to, or would not take stock in a new and un- 
proven enterprise? [67] 

A. Commercial Credit would have if we had put 
more money into it. In other words, if we put in 
a lot of money, they would give us a mortgage on 
ihe 

Q. Did you tell them that you were limited to 
$250,000.00 capital which had been authorized ? 

A. That is right; very definitely. 

Q. And that was all the capital stock that you 
intended to authorize for the organization? 

Ae hats Tight. 

Q. Did you tell them then whether or not—did 
you tell them how much you intended to issue of 
the capital stock? 

A. We told them it would be a maximum capital 
of $250,000.00. 

Q. Did they tell them at that time that you in- 
tended to secure a loan from the Reconstruction Fi- 
nance Corporation ? 

A. Yes, we told them both at that time that we 
would try to, or were going to make a request for a 


loan. 
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Q. Did that fact change their minds any about 
their position? A. No. 

Q. Now, what other establishment did Mr. Rosen- 
baum take you to? 

A. The MacDonald Brothers Engineering Com- 


pany. 
Q. Where is the MacDonald Brothers Engineer- 
ing Company ? A. They are in New York. 


Mr. Jones: If the Court please, we have not 
objected so far, but counsel is going far beyond the 
scope of the direct examination. I suggest that if 
he wants to take the witness so far, he should make 
this witness his own. - 

Mi. Marcussen: This witness has testified as to 
the intent of these individuals. 

The Court: I think the cross-examination is 
proper in view of the questioning on direct on 
intent. 

Q. (By Mr. Marcussen): Are you sure that 
MacDonald Engineering has an office in New York? 

A. Yes, sir. They did; I don’t. know whether 
they have now. 

Q. Do you know whether they have one in 
Boston ? 

A. There is a report and it is shown on their sta- 
tionery. I assume that their head office is up there. 

Q. Where else did he take you, Mr. Schnitzer? 
To what other establishment, if any? 

A. J don’t remember any except the R.F.C. 
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Q. Now, did you ask him to take you to Mac- 


Donald Brothers? A. No sir. 
Q. Was it his suggestion ? A. Yes sir. 
Q. For what purpose was it? [69] 
A. To get an engineering report. 
Q. Did you get one? A Yes. 
@. Do you have it here? A. Not here. 
Q. Is it at the steel mill? 
A. I don’t remember. 
Q. Have you supplied one to your attorneys? 
ie INO Sin 
Q. Do you know whether your attorneys have a 
copy? A. Of what? 


Q. That report? 

A. The MacDonald report? 

Q. Yes? A. No, sir. 

Q. Did Mr. Rosenbaum say anything about what 
he intended to do with the report? 

A. Yes, we did. 

Q. What did he say? 

A. He would use that to help us in getting an 
R.F.C. loan. 

Q. Was the report submitted, either by you or 
Mr. Rosenbaum, or anybody else, to Hartley Rogers 
and Commercial Credit? A. No, sir. 

Q. Why not? [70] 

A. They did not seem very enthusiastic about the 
whole thing. 

Q. And was the report finally submitted to the 
Pi Or A. Yes. 

Q. Where? A. At Portland, sir. 
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Q. Now, when did you next see Mr. Rosenbaum 
after you saw him in New York on this occasion? 

A. I saw him for a period of two or three 
months off and on in the period of 1941. 

Q. Where in the period of two or three months? 
Where would you place those visits of Mr. Rosen- 
baum’s in the year? 

A. Mr. Rosenbaum came here in July of 1941. 
He made one trip, as I stated, prior. 

Q. That was after your visit to him in New 
York? A. Yes. 

Q. Now, was there a report sought from any 
other source ? 

A. No; the MacDonald report was the only one 
I had at the time. I had myself made a report pre- 
vious to this. I had a report previous to the Mac- 
Donald report, made by an engineer, Mr. Hunt, of 
Pittsburgh. 

Q. When did you get that report? 

A. I am not exact on the date, but I think the 
first Hunt report was made in the summer of 1941. 
The MacDonald [71] report, I believe, was finished 
in the fall of 1941. 

Q. Did the MacDonald report contain any recom- 
mendations as to the capitalization of this company ? 

A. I believe that the maximum cost was to be 
somewheres around $700,000.00 under that plan, and 
our maximum capital was to be $250,000.00 that we 
would invest. 

Q. What did the $700,000.00 investment repre- 
sent ? 
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A. We would ask for $450,000.00 or $500,000.00 
loan at that time, I believe, from the RFC. 

Q. By $250,000.00 capital, was it originally in- 
tended to issue all that stock? 

A. I don’t believe it was, sir, no. 

Q. It was not? 

A. I think, as I testified a few moments ago, we 
originally intended to issue $187,000.00 that we had 
subscribed for, and hold the balance for Mr. Rosen- 
baum here and the unissued small balance for either 
an operator or some other iivestor. 

Q. You suggested on your direct about putting 
in cash or services which would be the equivalent 
of cash? A. That is right. 

Q. When you say, or when you said a moment 
ago that it was originally not intended to issue 
$250,000.00, you mean by that, that the Wolf and 
the Schnitzer families did not intend to take any 
more than that; is that what you intended [72] to 
mean ? 

A. I don’t think there was any talk about issu- 
ing any more to ourselves. 

Mr. Jones: Didn’t you misquote yourself ? 

Mr. Marcussen: I don’t know. 

Q. (By Mr. Marcussen): Did you speak to the 
people at the MacDonald Engineering Company, or 
MacDonald Brothers, or whatever it is? 

A Yes. 

Q. And did vou tell them of vour plan with re- 
spect to the limits on the amount of money that 
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you and your other principals would be able to 
put into it? A. That is right. 

Q. And did you tell them it was your intention 
to issue or authorize stock of only $250,000.00? 

ieee iat is recht. 

Q. Did they give you an estimate in that report? 
By the way, will you produce the report? 

A. I will have to check to see whether the steel 
mill has it. There was a copy with the R.F.C. 

Q. By the ‘‘steel mill,’’ vou mean the Oregon 
Steel ? 

A. Yes. Now, the R.F.C. should have a copy 
that went with our original request for our first 
loan which, by the way, they turned down. 

Q. Do you have a copy of it at your office, Mr. 
Schnitzer? [73] 

A. No, sir; J have never had a copy of it. 

@. Have you ever read a copy of it? 

A. Yes. 

Q. What estimates did they make with respect 
to the total cost of this plant? 

A. I think they were somewheres around $700,- 
000.00 as a maximum. 

Q. I think you testified that as you went along, 
it got more and more? AS Ne: sir: 

Q. Didn’t you testify there were several surveys 
after the first survey, and as soon as you got going 
it appeared that it was going to cost more and 
more ? Didn’t you testifv to that on direct? 

A. <A minute ago; I did not on the MacDonald 
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report. But so far as the plant itself was con- 
cerned, as year by year went by, yes. 

Q. What other reports were the reports that 
vou referred to? Was that the Hunt report? 

A. That was the first report. 

Q. What was the occasion for getting the Hunt 
report? 

A. The need for it, first, was to get a plant lay- 
out, the type of equipment and the number of men 
needed. 

Q. Wasn’t that included in the MacDonald re- 
port? 

A. The MacDonald report was a separate report 
on a [74] separate mill layout. | 

Q. A separate mill of the same company? 

A. For the Oregon mill but the production set 
ups were not the same. 

Q. You mean there were differences in these re- 
ports? A. Yes. 

@. But they were both submitted in response 
to the same request for a survey or report? 

A. Yes. 

Q. What was the occasion for the second report? 
You had one report with you and you were a little 


dissatisfied with it? A. How is that? 
@. Were vou a little dissatisfied with the first 
report? 


A. No. Very few of the eastern financiers knew 
Hunt; and in talking with Mr. Rosenbaum he sug- 
eested getting MacDonald to make up a regular sur- 
vey on it. 
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Q. You did get MacDonald Brothers to get up a 
report? 

A. Yes, I got them second; the original was Mr. 
Hunt; the second was MacDonald; and the third 
was Arthur G. McKee Company. 

Q. Hunt, MacDonald, and McKee, in that order? 

Ae Wes. 

Q. Can you give me the dates of the requests for 
reports [75] and the dates of their reports? 

A. Not exactly. 

Q. As close as you can. 

A. The first two were made in 1941, and the Mc- 
Kee request was made in, I believe, 1942; something 
like that. 

Q. Do you have a copy of the McKee report? 

A. Yes. 

Q. Where is it now? 

The Witness: Mr. Jones, have you got that copy 
- with you? 

Q. (By Mr. Marcussen): Do you have a copy 
of the Hunt report? 

A. I have some of the copies on that. 

Q. Was there more than one report? Was there 
more than one copy? 

A. He made three or four copies of it. 

Q. The Hunt report and the MacDonald report 
were in 1941? A. That’s right. 

Q. How many weeks or months were there be- 
tween the two reports; how long an interval? 

A. Between the first two? 

Gs Yes. A. ‘Two or three, I believe. 
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Q. Did you ever see the Hunt report? 

A. Yes. [76] 

Q. Did you show the Hunt report to Mr. Rosen- 
baum ? A. Yes. 

Q. What recommendation did that make about 
capitalization ? 

A. He had nothing in the first report on capital- 
ization; his was purely a typical mill layout. 

Q. Just plans for a mill in the Hunt report? 

A. Right. 

Q. Was there anything about financing in the 
Hunt report. 

A. Not based on the hourly rate in this area; 
what he thought it would cost to handle a ton of 
steel, but nothing on the investment, or anything 
else like that. 

Q. Was that report for the purpose of ascertain- 
ing what he thought it would cost to construct the 
mill, or was it requested for the purpose of ascertain- 
ing what the cost of production of such a proposed 
mill would be? A. No, it was not either. 

Q. It was not either? 

A. No. I might say that the Hunt report was a 
sketch of the layout plus how many men it wonld 
take at each mill to handle it; and I believe he 
did on the last page make an estimate of how much 
it would cost to roll the steel. 

Q. And vou understand that to be the cost of 
production? [77] A. Yes. 

Q. JI am talking about operations, in other 
words ? A. Right. 
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Q. Do you recall what their estimate was? 

A. No, sir, I did not. 

Q. Did they request you for any data as to how 
much stock would be issued? 

A. Not in the first report. 

Q. Did the first report—that was the Hunt re- 
port? A. Yes. 

@. There was only one Hunt report? 

A. That is right. 

Q. Do you know how they arrived at the cost 
of production ? 

A. Based on the hourly wages which were pre- 
vailing in this area. 

Q. Do you know whether they took into account 
any interest on the investment ? 

A. No, there was nothing about the plant cost 
or anything else. 

Q. Now, what was the occasion for getting the 
Mckee report? 

A. The Reconstruction Finance Corporation 
turned down the MacDonald report completely ; they 
turned down our request for a loan and said that 
we would have to furnish a [78] recognized steel 
mill engineer’s report. 

Q. Did they recommend McKee, or did Rosen- 
baum recommend McKee? 

A. I went out and got the McKee myself. 

Q. What was the substance of their report? 

A. Well, the report is here, if you want to see it. 

Mr. Marcussen: May I see it? 

Mr. Jones: It will be offered. 
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Myr. Marcussen: May I see it in advance of in- 
troducing it? 

Mr. Jones: Yes. 

Q. (By Mr. Marcussen): Did they make any 
recommendations as to the capitalization of this 
company ? A. No, sir, they did not. 

Q. No recommendations about how much stock 
should be issued ? A. No, sir. 

@. Were there any other reports? 

me NO, Sir. 

Q. Did the R.F.C. accept the Mckee report? 

Ave Aces, Sit 

Q. And do you know what the estimate was, that 
is, total cost of the mill and the fixed properties, 
and the land and fixtures of vour enterprise? [79] 

A. About one million and fifty thousand dollars ; 
a fraction over one million. 

Q. How much did the mill actually cost? 

A. The mill actually went up somewhere around 
$1,400,000.00. 

Q. And when was it completed? 

A. Well, that is a hard thing to say when it 
was completed; I was not there. I had left in July, 
but I understand that they started rolling steel 
somewhere around October or November. 

Q. I just want to be sure that I wnderstand. 
This agreement that you referred to between vour- 
self on the one hand and Alaska Junk on the other 
—check me if I am correct in this feature after 
T have finished my statement—it was contemplated 
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that Alaska Junk and you would make advances to 
Oregon Steel; is that correct ? 

A. Yes, partly. I would say, ‘‘yes.’’ 

Q. In what respect is it not correct? 

A. At that time too, other advances were larger 
than mine; their advances were larger than mine. 
It was past as well as future; they had already ad- 
vanced a little more than I had. 

Q. Iam talking about at the beginning. I mean 
at the beginning when the enterprise started. 

A. That guarantee? [80] 

Q. You made a guarantee agreement, didn’t you? 

A. Yes. 

Q. Suppose we forget about the guarantee agree- 
ment for a moment. I am referring now to a time 
prior to the guarantee agreement, when you first 
contemplated the establishment of the mill out there. 
At that time, was it or was it not contemplated that 
you and Alaska Junk would make advances to that 
steel mill? 

A. No, that was not contemplated over and above 
the capital stock that we subscribed for. Of course, 
there is this that you might say; we had never ac- 
tually talked about advances while the thing was 
being formulated. 

Q. When did you first have a conversation with 
representatives of Alaska Junk Company or any of 
its partners about advances that would be made to 
Oregon Steel? 

A. Well, I think the first conversation that we 
had, as far as actual advances or for bills to the 
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steel] mill itself, they were those for cash advances 
for promoting, and so forth; I believe that was about 
the first charge that they ever made to the steel 
mill, and I think that came through in 1941—at the 
end of 1941; I believe it was right around October 
or November. 

@. Advances were first made by Alaska Junk 
Company at about that time? 

A. Yes, and I think they made a few small ones 
maybe a [81] month or so prior. 

Q. Well, that is shown by this group of ac- 
counts which will be definitely offered in evidence as 
a part of the stipulation which we are going to file 
here, Mr. Schnitzer. The advances were first made 
in the month of October, 1941, by Alaska Junk. Now, 
when did you first make advances; do you recall? 

A. My first advance was the expense I had on 
the thing, which was early in 1941; I think the first 
expense was the attorney’s fees for forming the cor- 
poration. I couldn’t tell you exactly, but I think it 
was around the first of June. 

Q. Did you include your expenses in your trip 
to New York, and that sort of thing? A. Yes. 

Q. With respect to the advances that were made 
by vou, were all of those advances made for the 
purpose of organizing the corporation and estab- 
lishing the steel mill, and so forth? A. Yes. 

Q. I think it will be a stipulated fact in this 
ease that Alaska Junk made advances of scrap steel 
in the amount of approximately $9,000.00. Now, 
that scrap steel, I take it, was for the purpose of 
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operations; is that right? A. That is might 

Q. That did not go into the plant did it? [82] 

A. No, sir. 

Q. Did all the other materials or advances, or 
materials that were purchased in advance, or ad- 
vances on materials and machinery that were made 
by you and Alaska Junk—did they go into the plant 
in general equipment in order to get it established ? 

A. Not all of that, no sir. 

@. What part did not? 

A. We sent down a locomotive crane and some 
other tools in there which were not actually neces- 
sary for the operation. Not that specific equipment. 

Q. Did the mill need a crane? 

A. It would have needed it later on; when the 
Alaska Junk decided to send down a little bit of 
scrape at the start, they had to have a crane there 
to handle it. 

Q. With the exception of the expenses that you 
had incurred and what might have been incurred 
on the part of the Alaska Junk, can you tell us 
whether most of those went into the plant? 

A. Most of what? 

Q. Was most of the advances made for the pur- 
pose of providing funds or materials for the purpose 
of establishing this organiaztion? 3 

A. I think so, yes. 

Q. So far as you know, were there any other 
materials [83] that were used for operations, that 
were sent down by either you or the Alaska Junk, 
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besides the scrap that you have mentioned here in 
the sum of some $9,000.00? A. Yes. 


Q. Included in these accounts? 

A. J think so; we advanced the money. 

Q. What were those items? 

A. I could not tell you. 

Q. Could you give us generally their classifica- 
tion? . 


The Court: We will recess until two o’clock this 
afternoon. 


(Whereupon, at 12:30 o’clock p.m., the hear- 
ing was recessed to reconvene at 2:00 o’clock 
p-m., same day, same place.) [84] 


Afternoon Session, 2:00 p.m. 


The Court: The witness will resume the stand. 
Whereupon, 


MORRIS SCHNITZER 


the witness on the stand at the time of the taking 
of the recess, resumed the stand and testified fur- 
ther as follows: 


Cross-Examination 
(Continued) 

Mr. Jones: If the Court please, before we con- 
tinue with the cross-examination, I want to say that 
we have brought into court the formal motions made 
this morning and the order based on the motion, 
which reads as follows: ‘‘It is ordered that the peti- 
tioner may amend her or his petition by adding to 
the particular paragraph,’’ as I read, and “that the 
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proposed amended paragraph as set forth in said 
motion be and the same is hereby accepted as said 
amendment without the necessity of filing an 
amended petition.’’ Is that satisfactory, your 
Honor? 

The Court: It is with the Court. 

Mr. Jones: The Court asked me if I should bring 
in the amended petitions, I think I brought in the 
formal orders substituting the parties. 

The Court: Respondent counsel will proceed 
with the cross-examination. 

Q. (By Mr. Marenssen): Mr. Schnitzer, I think 
we were talking at the conclusion [85] of the session 
this morning about whether there were any other 
items advanced by you and Alaska Junk, similar to 
scrap, which was advanced by Alaska Junk, and I 
think you stated that there were certain supplies; 
is that correct? A. That is right. 

Q. What were those supplies, if you recall? 

A. In addition to the scrap?- 


Q. Yes? 

A. Well, there was some electrical equipment and 
supplies. 

Q. Electrical equipment? A. Yes. 


Q. I am talking about any equipment? 
A. Spare motors 
Q. Iam talking about equipment; I am talking 
about supplies which would ordinarily be consumed 


in the operation. 
A. Yes; there were extra motors, which are sup- 


plies. 
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@. What kind of motors? 

A. In other words, if a crane has three or four 
motors, they furnish an extra motor for breakdown 
purposes; that was done. 

Q. Is that the type of thing that you mean by 
‘‘supplies’’? 

A. That is right; a lot of it was mechanical; a 
lot of it was actually raw inventory; and the other 
was plain supplies. [86] 

Q. You stated also that some events occurred 
to the disadvantage of you and Alaska Junk in 
connection with the crane that had been supplhed? 

A. That is true. | 

Q. What was that? 

A. We sent this crane down for temporary use 
to withdraw the scrap, and the minute it got down 
there Mr. McGonagle said it was a part of the equip- 
ment, and told us to leave it right there. 

Q. Was it his contention that it fell under the 
mortgage with the Reconstruction Finance Corpo- 
ration ? 

A. No; it did not actually fall in the mortgage. 
Tt would have been used, perhaps, later, or it could 
have been used. But it was not there for that pur- 
pose. It was for temporary use. You must remem- 
ber this, that practically everything that went in 
there in the way of equipment, they assumed—the 
R.F.C.—that they had made their mortgage with 
that arrangement up there. I will say that in one 
ease or two we got permission to sell one or two 
pieces of equipment which they found out later we 
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did not need. The profits would have to go back 
to the Oregon Steel Rolling Mill. 

Q. The entire proceeds? A. The revenues. 

Q. With respect to the crane that was supplied 
by Alaska Junk, was that true? 

A. That’s right. [87] 

@. Do you know whether that was charged on 
the so-called open account that you have referred 
to here, of Alaska Junk? 

A. I could not tell you, sir; it is in the record. 

Mr. Marcussen: Do you know, Counsel? 

Mr. Jones: The accountant informs me _ that 
oc 1S. 

Q@. (By Mr. Marcussen): I think you also 
stated that it was the intention to issue some stock 
to Mr. Rosenbaum for his services ? 

A. That’s right. 

@. Were any ever issued? A, Nowa: 

Q. Why not? 

Mr. Jones: If the Court please, I think that is 
rather immaterial in this case. We object to it as 
completely immaterial. 

The Court: What about this stock of this cor- 
poration? I would like to see who it was issued 
to. I will overrule the objection. 

Q. (By Mr. Marcussen): Can you answer the 
question ? 

A. There was some question there as to issuing: 
the stock to Mr. Rosenbaum; Mr. Rosenbaum did 
not fulfill all the terms of our so-called agreement ; 
in fact, we paid him more money than we were 
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obligated to under the original [88] agreement. 

Q. How much did you pay him? 

A. Actually, I think there was $2500.00 more 
than the original contract price. There is also a 
statement in the R.F.C. loan which says that we 
have not paid any previous money, or will not pay 
any money to someone else; and that was the rea- 
son, on the second loan, we cut it out entirely, on 
the advice of our counsel. 

Q. In what respect had he failed to perform 
the services that you expected him to perform 
under the terms of your agreement? 

Mr. Jones: The reason I am objecting, your 
Honor, there is a pending lawsuit in the State 
Court. 

The Court: I don’t think that is material. 

Mr. Mareussen: I have reason to believe that 
the answer to that question would be very mate- 
rial. I am willing to make any arrangement where- 
by the answer to that question could be divulged to 
me and put into this record without being made 
public. 

The Court: I am permitting counsel to go into 
the question with reference to this stock, and per- 
mitting him a wide latitude; but as to the details, 
I cannot see how they are material. 

Mr. Mareussen: May I ask a specific question? 

The Court: Ask any question you like, and I 
will rule on it. [89] 

Q. (By Mr. Marcussen): Was one of the rea- 
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sons for failing to issue any stock to him for his 
services, that he failed to produce any capital? 

The Court: What is the answer? 

A. I beg your pardon, Sir? 

The Court: I didn’t hear the answer. 

The Witness: I did not answer that; I was 
thinking, sir. 

Q. (By Mx. Marcussen): I am referring now 
to your undertaking when you went down to see 
the C.1.T. Corporation and to Hartley Rogers. 

A. And that, of course, 1s quite a question to 
answer at this time. I might say, as to producing 
capital, actually, and so forth, he did not. 

@. You mean he did not produce it? 

A. No, sir. 

Q. You have already testified to that, that there 
was a failure to produce the capital. 

A. One of the greatest reasons why the steel mill 
cost twice as much and cost twice as much in de- 
lay and everything else, 

Q. J am not asking you at this time about that. 
I am asking you now whether one of the reasons 
no [90] stock was issued for his services was that 


he failed to produce capital for the organization? 
A. It was one of the small items. 


Q. It was one of the items? A. Yes. 
Q. By ‘‘items,’’ I mean reasons; did you un- 
derstand it that way? A. Yes. 


Q. Now, I think you stated that Mx. Wolf par- 
ticularly had expressed the view that he did not 
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wish to have the Alaska Junk put any more into 
this enterprise than approximately $125,000.00, so 
far as the capital stock was concerned; is that 
right ? A. That is right. 

Q. Did you have any conversations with the 
members of the Alaska Junk Company about that 
limitation which they placed?—which they placed 
on their contributions of capital stock? 

ee Yes, i did, 

Q. And what reason was given for that position? 

A. Several reasons; one, mainly, that at no time 
did we ever intend or expect to put in too much 
money; it was limited by our own eapital, in the 
first place, both I and the Alaska Junk. 

Q. And what was the reason why you didn’t put 
in any more capital stock? [91] 

A. I had to have something to put in; but I 
couldn’t put in any money when I didn’t have it. 

Q. Didn’t you make substantial advances to the 
corporation ? As Yes, Iduds 

Q. Now, as to the conversations that you had 
with the Alaska Junk people about this guarantee. 
When was that guarantee agreement entered into? 

A. It was entered into about the same time we 
re-divided the stock. 

Q. When the proportion was changed to one- 
half for you and one-fourth for each your father 
and Mr. Wolf, to one-third for you and two-thirds 
for them; is that right? A. That’s right. 

Q. And what was said at the time? 
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A. It is quite a deal. The thing came up be- 
cause we saw that I would have to borrow a little 
eash from the Alaska Junk. Mr. Wolf was very 
definite that he didn’t want to put in too much 
money. 

Q. When you said ‘‘I would have to borrow,”’ 
you meant the Oregon Steel? 

A. That is right. Mr. Wolf was very definite 
then, and it took quite a lot of persuasion to switch 
the stock around. One of the conditions of the 
switch was that I would guarantee my one-third 
end of it. At that time he asked [92] me if I had 
enough money to take care of my end, and I said 
1 would guarantee one-third. 

Q@. A while ago you said, on the issuance of 
capital stock, that Mr. Wolf had said apropos that 
limitation of Alaska Junk, that he would not put 
in more than $125,000.00, and you, presumably, put 
in one-half of that figure; is that correct? 

A. That is correct finally. 

Q. Did Mr. Wolf say, or did all of you agree 
‘It is our intention to have this amount only for 
capital stock’’? A. That is right. 

Q. Did vou ask about all the other advances 
that had been made? 

A. He knew about them. 

@. He knew about them? 

A. Yes, he knew every detail. 

Q. Do you reeall approximately when that date 
was that you reduced your interest in the eapital 
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stock to one-third, and when the Alaska Junk in- 
terest was increased to two-thirds? 

A. I think the meeting was held January 12, 
1942. 

Q. Well, now, would it refresh your recollection 
if I would tell you it is going to be a stipulated 
fact in this case, 

The Court: If it is stipulated, let us not ask 
about it. [93] 

Mr. Marcussen: I was just asking it for the 
purpose of refreshing his recollection. 

The Court: It is immaterial to refresh his rec- 
ollection if that is the date given. Let us find out 
if that is the agreement, but let us not try the 
stipulation. 

Mr. Marcussen: I am not. 

The Court: Ask him what he said? 

Mr. Marcussen: JI want to refresh his recollec- 
tion. 

The Court: All right, then tell him just what 
it is so that you get directly to the point. 

Q. (By Mr. Marcussen): It is stipulated that 
your interest was reduced to one-third of the cap- 
ital stock on about March 11, 1943. 

Mr. Jones: That is when the stock was issued. 

Q. (By Mr. Marcussen): So the 1942 date is 
not correct; it was 1943? 

A, That’s right; 1943. 

Q. Did Mr. Wolf say why he intended that there 
should be no more capital stock issued ? 
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A. There was never any conversation brought 
out that there should be any more issued. 

Q. I think you testified that there was a con- 
versation at that time,—Il think you testified at 
least in part, with respect to a statement by Mr. 
Wolf, “‘That is all we intend to put in, $125,000.00; 
that is the extent of our [94] two-thirds interest.’’ 
I think you testified similarly to that, and that all 
you intended was that your one-third should be, 
namely, $62,500.00; is that substantially it? 

A. Yes. 

Q. Did he make any comment why he intended 
to put in no more? — 

A. They knew at all times what was being put 
into the company, and what we had; knowing the 
Alaska Junk pretty well, I knew they didn’t have 
too much capital. 

Q. Why wasn’t stock taken for some of it? 

A. That is why we issued debentures; to take 
care of some of the loans we had made. 

Q. How did you come to arrive at a guarantee 
agreement between you and Alaska Junk, whereby 
you would stand the loss, or stand any losses or 
advanees to the extent of one-third and Alaska 
would stand any losses to the extent of two-thirds 
of the total advances made by you and Alaska 
Junk; is that a correct statement of your guar- 
antee ? A. That is about right. 

Q. How did you arrive at the figure of one- 
third and two-thirds? 
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A. According to the ratio of the stock that was 
held. 

Q. Now, did you ever make any representation 
to anybody at any time that it was intended that 
the capital stock of this organization should con- 
sist of some $500,000.00? [95] 

A. I don’t think so. 

Q. Did you ever make any representation to the 
effect that there might be $1,000,000.00 of author- 
ized stock, and the amount that would be actually 
put in and issued would be $500,000.00 ? 

A. I don’t think so. 

Q. You are not positive? 

A. Iam positive, but I would not swear to it. 

Q. You would not swear that you ever made any 
such representation,—that you never made any 
such representation ? 

A. No; I would not swear to it. 

Q. Did you have a conference with representa- 
tives of the press at the time you started this steel 
mill at all? 

A. I don’t think I ever met the press; no. 

Q. Was it a part of the operation to familiar- 
ize the public with the new venture that was go- 
ing on? 

A. There was very httle OIF: there was 
very little of that. 

Q. But there was some? 

A. The press releases, I think you will note, were 
made by Senator McNary and the Chamber of 
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Commerce, with very little said by any of us di- 
rectly. 

@. Did you see some of the press releases ? 

A. Yes; I had copies of them. 

Q. Would you recognize them? [96] 

A. Perhaps. 

Q. Do you recall whether there was any state- 
ment in any of them that Mr. Morris Schnitzer 
stated the capital stock would be #550,000.00,— 
would be $250,000.00, and that there would be more 
capital stock later on? A. No; sim 

Mr. Jones: I object to that unless counsel shows 
the time, place, and the circumstances under which 
the statement was given. 

The Court: I will overrule the objection. 

Q. (By Mr. Mareussen): Mr. Schnitzer, I hand 
you here a clipping from the Sunday Oregonian of 
October 5, 1941, and I want to call your atten- 
tion 

Mr. Jones: Just a minute before you read it 
into the record. 

Q. (By Mr. Mareussen): And I call your at- 
tention to the last paragraph of that chpping which 
purports to quote you. 

Mr. Marcussen: Now, does counsel wish to make 

an objection ? 

~ Mr. Jones: Yes, I make an objection to that as 
incompetent, irrelevant and immaterial; purely 
hearsay; there is no relationship between the Ore- 
goman, its reporter, its agencies or otherwise and 
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the steel company that would [97] give counsel 
the right to use a printed statement as a declara- 
tion against interest, unless the witness who wrote 
the article is produced in court and subjected to 
cross-examination. 

The Court: This is not an attempt to impeach 
the witness. The question is with relation to the 
amount of capital stock intended, and I think the 
purpose is to refresh his memory. I will overrule 
the objection. 

Mr. Jones: May I have an exception? 

The Court: Noted. 

Q. (By Mr. Marcussen): I call your attention, 
Mr. Schnitzer, to the last paragraph, which reads 
‘‘the capital of the corporation originally was listed 
as $250,000.00, but this is being expended several 
times over, Mr. Schnitzer said, the total amount to 
be announced later.”’ 

A. Who was the Mr. Schnitzer? 

Q. I call your attention to the fact that that is 
your name. A. Just let:me see this. 

Q. Just a minute. Counsel may have an objec- 
tion. I eal] your attention to that statement there, 
and call your attention to the fact that the article 
opened by a reference to you, in Multnomah County, 
City of Portland, wherein it said the site of the 
Oregon Electric Steel Rolling Mills [98] will be 
established in the Guild’s Lake area along the Wil- 
lamette River, according to Morris Schnitzer, Pres- 
ident of the corporation. Isn’t that substantially 
right? 


oe —— ee 
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A. That is what the article says. 

Q. Did you make that statement? 

A. Well, I don’t think I ever made the state- 
ment. 

The Court: That is the question. Did you ever 
make the statement ? 

The Witness: I don’t think I ever made that 
statement. One of the reasons I say I didn’t make 
the statement was because at that time in 1941, the 
corporation was never intended to be a corporation 
with that amount of capital; nor at any other 
time. . 

Q. (By Mr. Marcussen): Now, getting the 
statement in the newspaper more exactly, didn’t you 
say that if Multnomah County would sell the site, 
the Oregon Electric Steel Rolling Mills would es- 
tablish a steel rolling plant in the Guild’s Lake 
area along the Willamette River? 

A. Did I make that statement,—— 

Q. Let me continue. And that the capital of 
the corporation originally was listed as $250,000.00, 
but that amount had been expended several times 
over, or was being expended ? 

A. No, I don’t think I ever made that state- 
ment. [99] 

Q. You stated that you saw the small amount of 
publicity that was going on; did you eall the Ore- 
gonian up and tell them they had made an error? 

A. No. 

Q.° Did you see this? 
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A. JI couldn’t swear whether I actually saw it or 
did not see it. 

Q. But you know you did not call the Oregonian 
or tell them that they had made a mistake? 

A. That is right. In fact, if I saw it, I didn’t 
pay any attention to it. 

Q. Now, Mr. Schnitzer, I call your attention to 
a hewspaper clipping from the Oregon Journal, 
dated December 3, 1948, and call your attention to 
the last paragraph of which, reading as follows: 
‘The mill, opened last June,’’—— 

Mr. Jones: Just a minute. Mr. Schnitzer was 
not in the United States when that was published, 
and under no circumstances could he be bound. 

The Court: The statement contained is not ad- 
missible against interest. 

Mr. Marecussen: I am asking him if he knows 
about it. 

The Court: Anything that it said? 

Mr. Marcussen: I want to refresh his recollec- 
tion. 

The Court: Let him look at it. 

Mr. Marcussen: It won’t be understood in the 
record. [100] 

The Court: Is there any statement in there pur- 
porting to have been made by the witness? 

Mr. Marcussen: No; this is a statement con- 
cerning the mill of which he was the head. 

The Court: Because he was the head, you 
couldn’t bring the newspaper in to use as evidence 
against him. 
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Mr. Marcussen: I am simply asking him about 
it. 

The Court: The question is whether he can tes- 
tify about it. Then, if you ask the question, whether 
he was responsible for it, that is as far as you can 
20. 

Mr. Marcussen: I submit it is in the nature of 
an admission. 

The Court: The statement in a newspaper is 
not an admission. 

Mr. Marecussen: I am not going to offer it in 
evidence. ; 

The Court: ‘There is no use asking questions 
about it if it is not going to be in evidence. 

Mr. Marcussen: I am simply asking him if he 
at any time made a request for additional financ- 
ing. 

The Court: Well, ask the question; you don’t 
have to have a newspaper to ask that question. 

Q. (By Mr. Marcussen): Well, I will ask you 
to read that last paragraph of that clipping, if you 
will, please (hands paper to witness). [101] 

A. I knew nothing about this article here. 

Q. I am not asking you whether you knew any- 
thing about the article. I am asking you about 
the sum and substance. Wait until I complete my 
question. 

The Court: Wait until he asks a question before 
you make a response. 

Q. (By Mr. Marceussen): Now, I want to ask 
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you, Mr. Schnitzer, whether you or anyone else on 
behalf of the corporation,—you were its president, 
were you not? A. That’s night. 

Q. I will ask you whether you or anyone else 
on its behalf made an announcement—it refers to 
an announcement, A. Yes. 

Q. By the previous owners? 

A. What do you want to know? 

Q. You were one of the previous owners? 

A. Yes. 

@. Did you make the announcement that is at- 
tributed to you here, that you were seeking more 
financing ? 

A. I never made that statement or indication 
there. \ 

Q. Or that it was going to close due to lack of 
finances ? 

A. Bear in mind that I left here before that 
statement was made. 

Q. No statement of that kind was made by you 


or with [102] your authority ? A. No, sir. 
Q. And you knew nothing about it? 
A. No, sir. 


Q. Can you account in any way for its appear- 
ance in the newspaper, if it were not true? 

My. Jones: I object to that. 

The Court: The question will be stricken. We 
are not concerned about that, if he doesn’t know 
anything about. it. 

Q. (By Mr. Marcussen): Do you know whether 
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your father, pursuant to any power of attorney 
which you granted him, may have made a state- 
ment such as is contained in this article, or in the 
other article? 

A. J am sure he would not. 

Q. Are you sure he did not? 

A. Iam sure. 

). How are you sure? 

Mr. Jones: I object to the question asking him 
why he is sure, or how he is sure. 

The Court: Ask the question about what he 
knows about it. 

Q. (By Mr. Mareussen): Mr. Schnitzer, did 
you ever make any representation to any bankers 
that the capital stock authorized would be [103] 
$1,000,000.00, and that $500,000.00 of that amount 
would be paid in? A. I don’t think go. 

@. You never did? 
_ A. I made one statement to the Bank of Amer- 

ica that the capital stock would be $250,000.00; that 
was made to Mr. Gianinni in 1941, around October 
or November; sometime in there. 

Q. Do you recall whether you made any such 
representation to officers of the First National Bank 
of Portland? 

A. I don’t think I did, sir. 

Q. Would you swear that you did not? 

A. I would not swear; as I say, I don’t re- 
member if I did; and I don’t think T did. 

@. You are not certain that you did not? 
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A. No; I cannot swear to it right now. 

Q. Now, in the course of your negotiations with 
the Reconstruction Finance Corporation, did they 
make any request of you and the Alaska Junk Com- 
pany that you put in more capital and put more 
money into this enterprise? 

A. Oh, I don’t think they did. 

Q. Did you, on behalf of the corporation or on 
behalf of yourself, ever request a loan at the First 
National Bank for the purpose of meeting addi- 
tional eapital requirements that the R.F.C. was 
making? [104] | 

Mr. Jones: If the Court please, so far as the 
direct examination was concerned, I didn’t go into 
any of this. I think he has gone far beyond the 
field or scope of direct examination, and if he 
wants to question him along this line, he should 
make the witness his own. 

The Court: I don’t think so. I think cross-ex- 
amination should have wide latitude. I will over- 
rule the objection. 

Q. (By Mr. Mareussen): What is the answer? 

A. Will you repeat the question, please? 

Mr. Marcussen: Will you read the question, Mr. 
Reporter, please? 


(Whereupon, the question referred to was 
read by the reporter as follows: ‘‘Did you, on 
behalf of the corporation or on behalf of your- 
self, ever request a loan at the First National 


Commissioner of Internal Revenue 137 


(Testimony of Morris Schnitzer. ) - 
Bank for the purpose of meeting additional 
capital requirements that the R.F.C. was mak- 
ing ?’’) 


A. At one time we went to the First National 
Bank for a joint deal between the R.F'.C. and the 
bank; I believe they were allowed to make a deal 
of that nature; but the bank wouldn’t go for that 
type of a deal. 

Q. [By Mr. Marcussen): And what reason did 
they give? 

A. They said to go to the R.F.C. for the financ- 
ing. [105] 

Q. What reason did they give for not making 
the loan? 

A. I think at that time our capital was not 
enough; what we intended to put in was not enough. 

Q. What you intended to put in was not enough 
for the bank? 

A. They said the maximum capital that we 
wanted to put in was not enough; that this was 
strictly an R.F.C. matter, and not theirs. 

Q. Had you asked them for a long-term loan ? 

A. Yes. 

Q. And among the reasons that they gave, one 
was that they didn’t make any long-term capital 
loans? 

A. No; the bank could make a long-term loan in 
participation with the R.F.C.; but they turned us 
down on this deal. 

@. You stated something to the effect that the 
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capital stock you intended to put in was not suffi- 
cient ? 

Mr. Jones: He did not state it; that is what the 
bank stated. - : 

Q. (By Mr. Marcussen): You did not state it, 
but the bank stated it, I will amend it to conform 
to Mr. Jones’ suggestion. You stated that the bank 
stated that the capital stock was not sufficient. Is 
that correct ? A. Yes. [106] 

Q. What figure did you mention? $250,000.00? 

A. That is right, sir. 

Q. Now, some moments ago I asked you a ques- 
tion about why the balance between $187,000.00 in 
eapital stock issued,—why the difference between 
that figure and the $250,000.00? Why wasn’t the 
whole $250,000.00 issued as originally intended? 

A. I answered that question already, on the 
record. 

Q. I want to call your attention to the fact that 
a part of your answer to that question was to the 
effect that the R.F.C. would not go for it? 

A. No, sir; I didn't answer it that way. It is on 
the record. 

@. If vou did answer it in that way, would that 
answer be correct ? A. I beg your pardon? 

@. If vou did answer it in that way, would your 
answer be correct? 

A. Will you repeat the question that you just 
asked ? 

Q. Answer if you did make that statement, 
would that be correct ? 
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A. I did not make the statement. 

Q. Lam asking you, if you did make that answer 
to that question in this court, would your testimony 
be correct, or would it not? [107] 

Mr. Jones: I object to what his answer would 
have been if he had been asked a certain question. 

The Court: I will sustain the objection. 

G (By Mr. Marcussen): The RE.C. had 
nothing to do with it then? 

A. I beg your pardon? 

Q. The R.F.C. did not in any way prohibit vou 
from issuing any more of that stock; is that right? 

A. That’s right. 

Q. Did the R.F.C. make any reference to the 
issuance of further stock in that connection ? 

HK. GNoy sir. 

Q. Now, in the beginning when vou stated that 
you were going to put in $250,000.00, or that the 
capital stock authorized was $250,000.00, how did 
you chance upon that figure? 

A. The reason I figured it that way, was be- 
cause in our original estimates, it would come to 
about $700,000.00; which was a loan, or intended to 
be a loan of some $400,000.00 or $450,000.00, and 
$250,000.00 of our own. 

Q. I think you testified that, as time went on, it - 
was apparent you were going to exceed those esti- 
. mates. Was there any discussion among the stock- 
holders with respect to increased capitalization in 
accordance with the increased cost of the plant? 
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A. TI think there was once or twice; we tried to 
get outside people to come in and buy stock, but 
they would not do it. 

Q. Who did you contact? 

A. We asked the Dulien Steel Products to come 
in about the time we formed the corporation, and 
he turned that down because he was working on a 
deal himself at that time. 

Q. When did you talk to Dulien? 

A. I talked to Dulien—I wrote him in April or 
March of 1941. 

@. And when was the other occasion when an 
attempt was made to secure additional capital, if 
any, if you recall? 

A. I went to Jack Barde of the Barde Steel 
Company, and to Sid Woodbury of the Woodbury 
Steel Company about the same time, in the fall of 
1942, with two things in mind, first, to get some 
capital, and to get them as steel jobbers. 

Q. Both of them? 

A. Both of them turned the deal down; they 
were connected with other corporations, for one 
thing, and would not take a chance; that was the 
ease of Jack Barde. And the other one hemmed and 
hawed about capital; and neither one of them 
wanted any stock. 

Q. ‘That was about the fall of 1942? 

Ab iacrs recht. 

Q. Why did you try to sell more stock or 
capital? [109] 
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A. It was not only a question of getting more 
capital, but to get more, buyers and consumers, and 
with the added prestige we thought that their 
names would help us. 

Q. Now, it is going to be a stipulated fact in 
this case that the stock was issued to you, I think, 
the original stock, some time in 1941; is that 


correct ? A. I think that is correct. 
Q. Is that about the time the subscriptions were 
made? A. That is right. 


Q. Were the certificates actually passed to you 
at that time? Did you receive them then? 

A. I think they were kept in the minute book 
up at Lou Schnitzer’s office. 

Q. Who was Lou Schnitzer ? 

A. He drew up the first papers for the cor- 
poration. 

Q. Can you state what relation he is to you? 

A. He is a cousin of mine. 

Q. That was sometime in about June of 1941? 

A. That is right. 

Q. It is also a fact stated in the stipulation 
which the parties are about to file in this case, that 
the payment for that stock was made on or about 
March 31, 1943, I think it is. 

Mr. Jones: Just a minute, please. 

Mr. Mareussen: Is that about correct? [110] 

Mr. Jones: I think it is paragraph 11; I think 
it is shown in Exhibit 9. I suggest that we stipu- 
jate it. 
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Mr. Mareussen: Well, I want to call his atten- 
tion to it, and J cannot without identifying it. 

Q. (By Mr. Marcussen): Now, it is going to 
be stipulated in this case that the stock was paid 
for, as indicated in this Exhibit 9, and it is stipu- 
lated, or it will be stipulated as a part of our writ- 
ten stipulation, that Exhibit 9 consists of a tran- 
script of the stock subscription account of Oregon 
Steel. I direct your attention to the fact that the 
subscriptions are credited in the amount of $187,- 
400.00 under date of March 31, 1943; and that that 
is the time when they were paid. Now, my question 
is this: can you explain why the stock was sub- 
scribed in June of 1941 and was not paid for until 
March 31, 1943? 

A. Well, I think you will find that they were 
actually paid for. | 

@. Well, it is a stipulated fact in this case, or 
will be when this stipulation is filed—it is included 
in the stipulation which we have agreed to submit 
in the course of this proceeding, that payment was 
made on March 31, 1948; and I eall your attention 
to the fact that that is the date of the entry of a 
credit of $187,400.00 to the stock subscription ac- 
count of Oregon Steel. I ask you if you can ex- 
plain [111] why the stock was not paid for before 
that time? 

A. The only thing I can think of is this: it was 
actually voted, and I think it was charged to the 
Oregon Steel Mills prior to that. I see that this 
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entry was made at that time; I wasn’t even here; 
I didn’t know about it. 

@. You were here in June, 1941? 


me Yes. 
Q. And you were President of the Oregon 
Steel? © A. That is right. 


Q. As President, you knew there had been 
stock subscriptions in the amount of $187,400.00, as 
the account shows ? A. That is right. 

When did you go into the Service? 

Actually, I went in in July, 1943. 

That is when you went in? A. Yes. 
And from June, 1941, to July, 1943, a period 
of over two years, during which you had been- 
operating as president of this concern—is_ that 
correct? A. That’s right. 

Q. Can you give us any explanation as to why 


COPS 


it was not paid prior to that time? 

A. JI beg your pardon; it was paid for prior to 
that time. 

Q. You are not at liberty to state that. I ask 
that that be stricken, because it is contrary to the 
stipulation. [112] 

The Court: You can ask the question, and, of 
course, the stipulation will control. 

Q. (By Mr. Marcussen): Calling your atten- 
tion to the fact that we have stipulated to the con- 
trary, do you have any further comments to make? 

Peo, sir, [ do not. 

The Court: We will take a five-minite recess. 
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(Recess. ) 

Q. (By Mr. Marcussen): Now, Mr. Schnitzer, 
I think on your direct examination you testified as 
to the general nature of the advances that were 
made by you and Oregon Steel—by you to Oregon 
Steel—and when I refer to you I inelude the 
Schnitzer Steel Products Company; that is your 
company, isn’t it? A. That is right. 

Q. I think you testified to the general effect 
that you both made cash advances; is that correct? 

Wwe ‘Phat is right, 

@. To a certain extent? 

A. hat is right. 

Q. And you both made advances of materials 
that were purchased on the order of Oregon Steel? 

A. That is right 

Q. Is that correct? [113] A. Right. 

Q. And that with respect to purchases which 
you made, you just made those purchases because 
you could purchase at a more favorable price than 
the new corporation; did you state that ? 

A. No; I did not say a more favorable price. I 
said that in many cases we bought for them. 

Q. Why? 

A. In several cases they would not sell to the 
steel mill, and in several cases, either I or the 
Alaska Junk bought for them. In some cases some 
discount was involved, and when we could buy with 
a discount, we gave them the benefit of it. 

Q. With respect to that, you ordered it for them 
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and it was paid by you, and you paid for it by 
| getting the funds—I beg your pardon—you just 
charged it up on your respective accounts against 
Oregon Steel; is that right? 

A. That is correct. 

Q. Do you have any idea of what proportion of 
the advances made by you to Oregon Steel consisted 
— of cash advanees in this matter? 

A. No, I don’t. I think the bulk of my advances 
were of cash, while not exactly to the Oregon Steel, 
but they were case as [ bought equipment for 
them. 

Q. On their order, as you just stated? [114] 

A. Yes. 

Q. I think you just testified that the third cate- 
gory of advances consisted of items that you sold 
to them and had in stock; is that correct ? 

Agee iat is right. 

Q. And the same is true for Alaska Junk? 

A. Right. 

@. What did those items consist of ? 

A. Pipe, steel rails, motors, copper wire; and 
they also bought a lot of machine work, built three 
or four rolling tables for the steel mill; and they 
had a Jot of castings made which were charged to 
the steel mill. I think there were a lot of valves, and 
fittings, and hose. And they also furnished all of the 
steel for the buildings. I wouldn’t say all of it, but 
about seventy-five per cent of the steel was pur- 
chased from the Tacoma Narrow Bridge, and sent 
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down to Oakland, California, to be fabricated. They 
could not get the steel to start with, and that is 
why we bought the stuff off of the bridge, and the 
Alaska Junk paid for that. I don’t remember ex- 
actly how much, but there is a very large array of 
items in there which both Alaska and I advanced. 

Q. On the shipment of these materials? 

A. On materials coming in for the mill. 

Q. How about the actual machinery of the mill? 
Was any of that supplied by you and Alaska Junk 
and charged on these [115] accounts? 

A. Well, I bought a lot of steel mill equipment 
myself; Alaska paid for some of it; and the stuff 
was all charged. to the steel mill. 

,Q. There were three categories of accounts. 
Which of the three categories that you have iden- 
tified here did that machinery fall in? 

A. I suppose it would fall in two or three of 
them; some we bought direct for the mill; others 
came right out of stock; and on others they ad- 
vanced stock for; it really fell in all three of them. 

Q. A part of the advances were directly cash? 

A. Yes. 

Q. I think the accounts will show that? 

A. They should. 

Q. Obviously, when you supplied machinery, 
that would not be in your cash account ? 

A. JI don’t know how they have their books 
set up. 
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Q. Did you charge them with the cost of the 
equipment ? A. Thats Melt: 

Q. There was no profit? 

m™ in tact, [ never got a dime for salary or 
labor for two and one-half years there. 

Q. ‘These items that came out of your stock and 
were sold at the usual profit mark-up, what did 
they consist of ? [116] 

A. ‘They consisted of diesel motors, pipe, electric 
eable conduit. There were hundreds, hundreds of 
tons of rails that Alaska furnished for the railroad 
tracks. 

@. That was new equipment ? 

A. Both new and used. 

@. And how did you determine the price to 
charge for those items which were forwarded to 
the corporation? 

A. For your information, on second-hand 
motors, there is a set level that all the motor dealers 
charge, and that is fifty per cent off the list, or 
seventy-five; that is what we paid; pipe, the same 
way; steel, the same way. 

Q. In 1941, I think you testified that you went 
east to New York to see Mr. Rosenbaum, and that 
you were there in New York for approximately two 
of the ten days that you were away; and I think 
you said that you went to Washington and spent 
considerable time there? 

Pe eihat’s right. 

Q. In connection with finances? 
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That is right. 

Q. Whom did you see in Washington ? 

A. I saw the O.P.M. officials; some of them. 

Q. Whom else did you see? 

A. That was the bulk of it. ; 

Q. What was the purpose of your conversations 
with them? [117] 

A. To try to get the steel mill okehed. 

Q. Did you talk to anyone in Washington about 
financing in your first week ? 

A. Not the first week. 

Q. Did you go to Washington and talk to any- 
one there about financing? 

A. For abont two years, off and on; 1941 and 
1942, 

Q. Inthe R.F.C.? A. That is right. 

Q. Who did you talk to there in the R.F.C.? 

A. I guess I started at the bottom of the R.F.C. 
and worked my way up. 

Q: Do you recall when the loan was granted or 
written, when you secured approval—did you get 
that in Washington, by the way? 

A. The word came through the Portland office, 
I believe. The loans were instituted here, and I 
think the word on approval was finished here. 

Q. Were you given any assurance at any time 
in Washington that the loan would be granted, in 
about April of 1942? 

A. No, we had no definite assurance that it 
would be granted; no. I think we got our approval 


ea 
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much later. What was it, somewheres around June 
or July or August that they approved it. 

Q. Well, maybe this will refresh your recollec- 
tion [118] (hands document to witness). Did you 
ever send a telegram to Alaska Junk from Balti- 
more or from Washington in respect to securing 
approval by the R.F'.C. for this loan ? 

A. Yes, we did; we had a lot of correspondence 
on this. 

@. Will you read here what purports to be a 
telegram from the Alaska Junk to you (hands 
document to witness). Just read it to yourself and 
see whether it refreshes your recollection. 

A. I think I sent this, yes; but I don’t think 
this was the final telegram; I don’t think this was 
the loan that was approved. 

@. Was there ever more than one loan in ques- 
tion? 

A. Yes; we had two loans. They turned down 
the first proposal entirely. That was presented with 
the MaeDonald report. 

Q. Only one loan was granted; is that correct? 

emcs: 

Q. And that loan was later increased to $700,- 
000.00 from $600,000.00; is that right ? 

Pemeeenat’s right. 

Q. Having read that telegram, does that refresh 
your recollection whether you sent that telegram ? 

A. Yes, J think I sent the telegram. 
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Mr. Marecussen: If your Honor ‘please, I would 
like [119] to offer the telegram in evidence. 

Mr. Jones: I will object to it as incompetent, 
irrelevant and immaterial; it does not tend to prove 
or disprove any of the issues in the case. 

Mr. Marcussen: It is all concerned with the 
financing, if your Honor please. 

The Court: I will overrule the objection. 

Mr. Jones: May I have an exception, your 
Honor ? 

The Court: Noted. It will be admitted as Re- 
spondent’s number what ? 

Mr. Marcussen: I am just about to ascertain the 
number, your Honor. 

The Clerk: Respondent’s O. 

The Court: It will be admitted as, Respond- 
ent’s O. 

(The document above-referred to was re- 
ceived in evidence and marked Respondent’s 
Exhibit O.) 

Mr. Marcussen: IJ would like to ask counsel if 
I might make a copy, and supply a copy of it with- 
out removing it from the file. 

Mr. Jones: I have no objection. 

Mr. Mareussen: We started with the letter ‘‘O”’ 
for the reason that there are other exhibits attached 
to the stipulation. 

The Court: What is the date of it? 

Mr. Marcussen: April 2, 1942, from Morris 
Schnitzer, [120] this witness, to the Alaska Junk 
Company. 
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Q. (By Mr. Marcussen): Mr. Sehnitzer, I hand 
you a copy of the application for a loan, being an 
application under Section 5-D of the Reconstruc- 
tion I'inance Corporation Act, as amended, consist- 
ing of approximately fifteen pages, and I will ask 
you if that is your signature on the last page (hands 
document to witness) ? 

The Court: What date? 

Mr. Marcussen: Bearing date of October 29, 
1941, if your Honor please. 

Q. (By Mr. Marcussen): Is that your signa- 
ture, Mr. Schnitzer? NG Ete 

The Court: What is the answer? 

The Witness: It is. 

Mr. Mareussen: If your Honor please, I offer 
this in evidence as a respondent exhibit next in 
order. 

Mr. Jones: We object to this as incompetent, 
irrelevant and immaterial; it does not go to prove 
any of the issues in the case in any way and I notice 
there are some documents attached to it, and I have 
not had time to examine them. They are dated long 
after the time when these people had sold their in- 
terest in the company. For instance, here is a letter 
of February 7, 1944. [121] 

The Court: I understand all he is offering is 
the application that was made? 

Mr. Jones: It is a part of the application; it 
seems to be attached to it. 
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The Court: The only thing I am aware of is the 
application. 

Myr. Jones: May I have a moment to see whether 
it is made an exhibit to the applheation ? 

The Court: Surely. 

Mr. Marcussen: I don’t think it is, your Honor. 
May it be understood that these letters which are 
attached, which have not been signed by the witness, 
need not be considered ? 

The Court: The application to the Reconstruc- 
tion Finance Corporation is material, and I will 
overrule the objection to that; L will sustain the 
objection to any extraneous matters. 

Mr. Jones: Your Honor, will you save an excep- 
tion to that? 

Mr. Marcussen: I would like to withdraw from 
the offer any letters contained in this file, which 
have not been signed by this witness or by the 
Alaska Junk, or any of its representatives. 

The Court: The Court is permitting only the 
appheation to be received in evidence, and not the 
letters. [122] That will be received as Respondent’s 
P, being the application to the R.F.C. for a loan. 

(The document above-referred to was re- 
ceived in evidence and marked Respondent’s 
Hxhibie No. P.) 

Q. (By Mr. Marcussen): Mr. Schnitzer, I 
think you stated a moment ago that you had made 
out an application to the Bank of America for a 
loan in order to finance the Oregon Steel ? 
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A. I made no formal application, no sir; I 
talked with Mr. Gianinni. 

Q. Iam referring now to the conversations with 


Mr. Gianinni? A. Yes. 
Q. What was his response to your conversation 
about a loan? A. None. 


Q. He did not give you an answer? 

A. He was not interested. 

Q. Why? 

A. He said, ‘‘If you want to put more capital 
into it, then J would make a loan on it.’’ 

Q. I call your attention to Exhibit No. E, page 
9, which is a part of the application, which purports 
to be a pro forma statement, and I will ask you to 
look at that. 

The Court: Attached to what application? [123] 

Mr. Mareussen: Exhibit P. 

The Court: That is the R.F.C. application ? 

Mr. Mareussen: Yes. 

The Witness: Yes, I saw that. 

Q. (By Mr. Marcussen): Can you tell me what 
that is, please? 

A. What do you want to know about it? 

Q@. Can you tell what it 1s? 

A. It is simply a pro forma financial statement 
estimated as of the date the mill would be com- 
pleted. This is a tentative estimated financial state- 
ment of the mill. 

Q. I call your attention to the fact that opposite 
line 25, under the heading of ‘‘net worth” on that 
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statement—I beg your pardon, opposite line 23, 
under the heading of ‘‘net worth,’? the common 
stock appears with a figure of $250,000.00; is that 
right ? A. That's right: 

Q. And that is extended into the margin here 
and represents the total of net worth as shown by 
that statement. What did you have in mind in filing 
that statement with the R.F.C.? 

A. That would be the maximum common stock 
or capital stock issued. 

Q. Does it not purport to be a representation 
of the stock that would be actually issued? [124] 

A. ‘Pro forma’’ does not mean a definite thing ; 
it is not a formal statement. Don’t forget that this 
’ was made out at the time before the mill was com- 
plete. You are not talking about actualities; you 
are talking about future possibilities. 

Q. That was your estimate of the capital stock 
that would be issued ? 

A. According to this, yes. 

Q. That is an estimated balance sheet, is it not, 
that pro forma statement, as to how the balance 
sheet of the corporation would look after completion 
of the mill? 

A. Yes, that is an estimated balance sheet at 
that time. In other words, that is 1941; don’t forget 
that. 

Q. That is correct. And these items listed as 
assets, they total $190,000.00, and the total liabilities 
are in a like figure—I beg your pardon $890,- 
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000.00—correction. Can you tell me what those 
assets are that you have in mind? Are those the 
assets it was proposed the corporation would have 
after the completion of the mill? 

A. No; that is not true. I think I am right in 
saying that this financial statement would be the 
financial statement as the company was ready to 
operate, or in operating form after completion of 
the mill. This does not necessarily imply that the 
raw materials and the cash, and so forth in this 
plant, shown on this sheet here, are necessary to 
the [125] finished plant. This is normally over and 
above the finished plant. 

Q. Ready for operation ? A. That is right. 

Q. And being ready for operation, this item of 
$250,000.00 is one of the several items on the lia- 
bility side, which is balanced against the assets on 
the assets’ side? A. Not all of that. 

Q. It is one of the items of the liability side, 
which enters into the total of $890,000.00 of Nabili- 
ties, which offsets assets of $890,000.00; is that 
right? 

A. If you take it that way; but may I ask you 
a question. 

Q. I think, if you will just answer my questions, 
and make the answers as complete as necessary, we 
will get along better. There is no question about 
are the assets you considered would be necessary 
to the operation of the mill; is that correct? 

A. That is right. 
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statement—l beg your pardon, opposite line 28, 
under the heading of ‘‘net worth,’? the common 
stock appears with a figure of $250,000.00; is that 
right? A. That’s right. 

Q. And that is extended into the margin here 
and represents the total of net worth as shown by 
that statement. What did you have in mind in filing 
that statement with the R.F.C.? 

A. That would be the maximum common stock 
or capital stock issued. 

Q. Does it not purport to be a representation 
of the stock that would be actually issued? [124] 

A. ‘Pro forma’’ does not mean a definite thing; 
it is not a formal statement. Don’t forget that this 
’ was made out at the time before the mill was com- 
plete. You are not talking about actualities; you 
are talking about future possibilities. 

Q. That was your estimate of the capital stock 
that would be issued ? 

A. According to this, yes. 

Q. That is an estimated balance sheet, is it not, 
that pro forma statement, as to how the balance 
sheet of the corporation would look after completion 
of the mill? 

A. Yes, that is an estimated balance sheet at 
that time. In other words, that is 1941; don’t forget 
that. 

Q. That is correct. And these items listed as 
assets, they total $190,000.00, and the total labilities 
are in a like figure—I beg your pardon $890,- 
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000.00—correction. Can you tell me what those 
assets are that you have in mind? Are those the 
assets it was proposed the corporation would have 
after the completion of the mill? 

A. No; that is not true. I think I am right in 
saying that this financial statement would be the 
financial statement as the company was ready to 
operate, or in operating form after completion of 
the mill. This does not necessarily imply that the 
raw materials and the cash, and so forth in this 
plant, shown on this sheet here, are necessary to 
the [125] finished plant. This is normally over and 
above the finished plant. 

Q. Ready for operation? A. That is right. 

Q@. And being ready for operation, this item of 
$250,000.00 is one of the several items on the lia- 
bility side, which is balanced against the assets on 
the assets’ side? A. Not all of that. 

Q. It is one of the items of the liability side, 
which enters into the total of $890,000.00 of labili- 
ties, which offsets assets of $890,000.00; is that 
right? 

A. If you take it that way; but may I ask you 
a question. 

Q. I think, if you will just answer my questions, 
and make the answers as complete as necessary, we 
will get along better. There is no question about 
are the assets you considered would be necessary 
to the operation of the mill; is that correct? 

Pee iiiat is right. 
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Q. Now, you stated, I think, that you had made 
application to the First National Bank of Portland 
for a loan? A. That is correct. 

Q. And did you testify that that loan had been 
rejected, or that the request had been rejected? 

A. They did not loan the money. 

Q. And, among other reasons, it was because 
they didn’t make any long term loans? 

The Court: He has already testified about that. 
Doesn’t that speak for itself? 

Mr. Marcussen: Yes, I think so. 

Q. (By Mr. Marcussen): Now then, from time 
to time had the mill, as the construction of the mill 
proceeded, you have already testified that when it 
was finished it took about $1,400,000.00; and from 
time to time did you submit any other pro forma 
statements to the R.F.C.? 

A. No; the R.F.C. man set up a monthly sched- 
ule of work to be completed, and so forth, and the 
amount of money necessary for that work; and that 
was all. Our accountant is here and he can testify 
as to that. 

Q. Did you have any conversation with the 
people at the R.F.C. as to what the new pro forma 
statement would look like in the light of the infor- 
mation that you had any subsequent time to the 
effect that the mill would cost a little more money 
than vou had originally planned ? 

A. May I suggest that vou ask our accountant 
that question. I don’t think T have any schedule set 
up or pro forma set up for operations. 
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Q. Did you ever discuss any pro forma state- 
ment with [127] the people at the R.F.C.? 

A. I don’t think so. 

Q. Would you swear to it? 

A. No, sir, I would not swear. 

Q. After the original application was in, and 
construction was under way, you do recall, do you, 
having further conversation with representatives 
of the R.F.C. as to amounts required, and other 
details of the financing? 

A. We had those right up to the last minute. 

Q. I hand you a copy of the document entitled 
“Certificate of Contributions of Capital,’’ purport- 
ing to be signed by you, Morris Schnitzer, Presi- 
dent of the Oregon Steel Rolling Mills. 

(Hands document to witness.) 

The Court: What is the date? 

My. Mareussen: It is not dated, but makes refer- 
ence to capital contributions as of November 30, 
1942, and bearing also some writings In pen im- 
mediately after the signature of Morris Schnitzer. 

Q. (By Mr. Mareussen): I will ask you if 
that is your signature there, and is the penned 
statement your statement? A. It is. 

Mr. Marecussen: I offer that in evidence, if your 
Honor please, as respondent’s exhibit next in order. 

Mr. Jones: May I just take a look at it? [128] 

Mr. Marcussen: Surely. 

Mr. Jones: If your Honor please, it is a case of 
the partners of the Alaska Junk Company, and not 
a case in which Mr. Morris Schnitzer is a litigant. 
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He is not one of the petitioners here, and insofar 
as this exhibit purports to speak for the Alaska 
Junk Company, I would have to object to its going 
into evidence unless counsel shows some agency 
authority of some kind that would give him the 
right to make some declaration. 

Mr. Marcussen: I direct your Honor’s attention 
to the fact that it contains a statement of the 
amount of capital contributed by the witness him- 
self, who was the president, and that with respect 
to the statement as to contributions made by the 
Alaska Junk, it simply is a statement of the presi- 
dent of the corporation. 

The Court: I think it is material. I will over- 
rule the objection. 

Mr. Jones: May I ask what this is at the bottom, 
addressed to Morris? 

Mr. Marcussen: I will stipulate that that need 
not be considered as a part of the exhibit. I think 
I can clarify it later on, but I am perfectly willing 
that it be stricken. 

The Court: This document will be admitted as 
Respondent’s Q. [129] 


(The document above-referred to was re- 
ceived in evidence and marked as Respondent’s 
Exhibit Q.) 


My. Jones: Your Honor, I realize that you have 
ruled, but doesn’t this show at the bottom that it 
never went into effect? 
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The Court: I don’t know what it means; I am 
not considering that at all. 

Q. (By Mr. Marcussen): Mr. Schnitzer, I 
hand you another document bearing title ‘‘Agree- 
ment Regarding Capital Investment,’’ dated De- 
cember 29, 1942, executed by Oregon Electric Steel 
Rolling Mills, by Morris Schnitzer, President, by 
Schnitzer Steel Products, by Morris Schnitzer, sole 
owner, and by Alaska Junk, by 8. Schnitzer, a gen- 
eral partner, and attested to by H. J. Wolf, and I[ 
will ask you if that is your signature at the bottom 
of the document? 


(Hands document to witness. ) 


A. Yes. 
Q. In both instances, for Oregon Steel and for. 
Schnitzer Steel Products? Ayes: 


Q.. Is your father’s signature at the bottom? 

A. Yes. 

Q. Is that Mr. Wolf’s signature, a petitioner in 
this case who has recently died ? 

A. Yes. [130] 

Mr. Marcussen: I offer that as the next re- 
spondent exhibit in order. 

The Court: Js there any objection? 

Mr. Jones: No objection. 

The Court: It will be admitted in evidence as 
Respondent’s R. 


(The document above-referred to was re- 
ceived in evidence and marked Respondent’s 
Exhibit R.) 
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Mr. Jones: Just to save time in making a new 
number of this, if counsel does not object, 1 would 
like to have the bottom go in (indicating). 

Mr. Mareussen: You would like to have the 
whole thing go in? 

Mr. Jones: Yes, subject to my objection to the 
whole exhibit as to Exhibit Q; that 1s, the whole 
exhibit is subject to my original objection. 

The Court: J understand you have your origi- 
nal objection. 

Q. (By Mr. Marcussen): Mr. Schnitzer, I hand 
you a copy of another document bearing title 
‘‘Agreement as to Loans to Oregon Steel by its 
Stockholders While Mortgage to R.F.C. Outstand- 
? purporting to be executed on behalf of the 
Oregon Steel Rolling Mills by Morris Schnitzer, 
and attested by H. J. Wolf, Secretary. Is that your 
signature and the signature of Mr. [1381] Wolf 
there (indicating) ? A. Yes. 

Mr. Marcussen: I offer this as the respondent 
exhibit next in order. 

The Court: Is there any objection? 

Mr. Jones: No objection. 

The Court: The document just identified will be 
introduced in evidence and marked as Respondent’s 
Exhibit 8S. 


ing, 


(The document above-referred to was marked 
Respondent’s Exhibit S and received in evi- 
dence. ) 
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Q. (By Mr. Marcussen): Mr. Schnitzer, I hand 
you another document entitled ‘‘Guarantee of 
Further Capital,’’ purported to be signed by Morris 
Schnitzer, S. Schnitzer, Rose Schnitzer, H. J. Wolf, 
Jennie Wolf, Monte L. Wolf, and I will ask you 
if the first signature there 1s your signature? 

A. Yes. 

@. And is the second signature the signature of 
your father? AS Ves: 

@. And the third one is of your mother? 

A. Yes. 

(). The fourth signature is that of Mr. H. J. 
Wolf? A. Yes. 

@. And is the next one the signature of Jennie 


Wolf? [132] A. I think it is. 
Q. Do you recognize the last one as that of 
Monte Wolf? A. Yes. 


Mr. Marcussen: I offer that in evidence as the 
respondent exhibit next in order. 

The Court: Is there any objection? 

Mr. Jones: I have no objection. 

The Court: It will be admitted in evidence, as 
Respondent’s T. 


(The document above-referred to was re- 
ceived in evidence and marked Respondent’s 
Exhibit T.) 


Q. (By Mr. Marcussen): I hand you another 
document, Mr. Schnitzer, dated December 1, 1942, 
which purports to be a letter to the Reconstruction 
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Finance Corporation, executed on behalf of Alaska 
Junk, being headed ‘‘Re Oregon Electric Steel Roll- 
ing Mills,’ and ask you if you recognize the sig- 
nature of Sam Schnitzer? A. Ido. 

Q. Your father? A. Yes. 

Q. And of H. J. Wolf? A. Yes. 

Mr. Marcussen: I offer this in evidence as the 
Respondent [133] exhibit next in order. 

Mr. Jones: J would like to examine it. 

Mr. Mareussen: Surely. 

Mr. Jones: I will have to object to it on the 
ground that it is incompetent, irrelevant and im- 
material. Even though it may have stated some 
sort of an agreement between the Alaska Junk and 
the R.F.C., it certainly is no evidence as to what the 
intention was with respect to the account that they 
actually put in and what they actually regarded as 
a debt, and what was actually capital. I feel that 
any contract between two people that may or may 
not have been carried out is no evidence of inten- 
tion in this case as to what they were actually 
investing their money in. 

The Court: That was signed by the petitioners 
in this case, I understand? 

Mr. Mareussen: That is right. 

Q. (By Mr. Marcussen): Myr. Sehnitzer, is 
your father, San Schnitzer, in the courtroom? 

A. Yes. 


@. Is your mother, Rose Schnitzer, in the court- 
room? A. Yes. 
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The Court: I will overrule the objection. 

Mr. Jones: Save an exception. 

The Court: It will be admitted in evidence and 
marked [134] as Respondent's U. 


(The document above-referred to was re- 
ceived in evidence and marked Respondent's 
Exhibit UO.) 


Mr. Marcussen: If your Honor please, I have 
handed the document to counsel bearing the heading 
**Certificate,’’ and I wish to offer it in evidence, but 
before offering it in evidence, I would like to ask 
counsel whether he has any objection merely be- 
cause it is a copy, a conformed copy. . 

Mr. Jones: Have you seen the original? 

Mr. Marecussen: I can say this is a copy from 
the files of the R.F.C. in Portland. J have not seen 
the originals, because the originals are impounded 
in the possession of the Federal Reserve Bank of 
the United States. 

Mr. Jones: Subject to corrections for errors on 
the verification of the original, I have no objection 
to the fact that it is a copy. Have you got it iden- 
tified vet? 

Mr. Mareussen: No. 

The Court: Who is it signed by? 

Mr. Marcussen: It is purported to be executed 
by the Oregon Electric Steel Rolling Mills, by 
Morris Schnitzer, its president, and attested by 
H. J. Wolf, whose estate is one of the petitioners 
in this ease. 
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The Court: What is the date? 

Mr. Marcussen: December 29, 1942, and it is 
not addressed to anyone in particular—yes, it is 
addressed [135] to the R.F.C. at Portland, Oregon, 
and it has a statement—if your Honor would lke 


to read it 

The Court: It is a statement about what? 

Mr. Marcussen: It is another document made by 
the corporation in consideration of the loan from 
the R.F.C. Corporation. Counsel has no objection 
to it being a conformed copy, and pursuant to our 
agreement with counsel, it is offered, subject to any 
correction for any inaccuracies that may be dis- 
covered. : 

Mr. Jones: However, I do have an objection to 
the exhibit as being inadmissible. 

The Court: On what grounds? 

Mr. Jones: Not binding on our people; no sig- 
nature. 

The Court: As I understand it, is it agreed that 
they executed it? 

Mr. Marcussen: There is no controversy about 
that; it was signed by this witness for the Oregon 
Steel Rolling Mills. 

Mr. Jones: If the original is signed, we will 
waive any objection to the fact that it is type- 
written. 

The Court: Has the witness said anything about 
this document ? 

Ma. Mareussen: If I might be given a moment, 
I would like to address myself to counsel concern- 


Commissioner of Internal Revenue 165 


(Testimony of Morris Schnitzer.) 
ing our understanding as to the admission of the 
document. May we go [136] off the record? 

The Court: Off the record. 


(Discussion off the record.) 


Mr. Marcussen: I would like to make this state- 
ment for the record with respect to counsel’s last 
remark which was contained in the record, ad- 
dressed to me, that, as I understand it, he has no 
objection to the introduction of this document in 
evidence merely on the ground that I have not pro- 
duced the original, and according to our under- 
standing this may be received in evidence, subject 
to any corrections which may be made for inac- 
curacies which may be discovered, and until such a 
showing is made this document is received in 
evidence ? 

Mr. Jones: Without repeating what counsel has 
said, that merely goes to the identification; that is, 
to the authenticity of the identification. However, 
it is not binding on the Alaska Junk Company, it is 
incompetent, irrelevant and immaterial, and not 
admissible on that ground. 

The Court: There is no objection to the identifi- 
eation, but as to the admissibility ? 

Mr. Jones: That is nght. 

The Court: The objection is overruled, and it 
may be received and marked as Respondent’s V. 

(The document above-referred to was re- 


ceived in evidence and marked Respondent’s 
Exhibit V.) [187] 
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Mr. Jones: I want to except to the last ruling. 

Mr. Mareussen: I have only a copy of that, and 
I would like to ask leave to withdraw it. I would 
like to say also in that regard that I would like to 
make a general request to withdraw all exhibits 
fox which we have no copies. 

The Court: Photostatic copies may be substi- 
tuted. 

Mr. Marcussen: Photostatic copies may be sub- 
stituted or a return of the original? 

The Court: All right. 

Mr. Marcussen: If counsel would join in the 
motion, 1 would like to make it on behalf of the 
petitioner as well as myself. 

Mr. Jones: That is agreeable. 

Mr. Mareussen: If your Honor please, I would 
like to offer in evidence as Repondent’s Exhibit 
next in order, a paper bearing title ‘‘Resolution of 
Directors of Oregon Electric Steel Rolling Mills,” 
which is signed at the foot of the page by H. J. 
Wolf. 

The Court: -Is there any objection ? 

Mi. Jones: No objection. 

The Court: It will be admitted in evidence and 
marked as Respondent’s Exhibit W. 


(The document above-referred to was re- 
ceived in evidence and marked Respondent’s 
Exinbit W.) [188] 

Q. (By Mr. Marcussen): Mr. Schnitzer, I hand 
you a copy of Respondent’s Exhibit A which is a 
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part of the stipulation which will be filed in this 
case 

The Court: What is the date. 

Mr. Marcussen: It is entitled ‘‘Guarantee,’’ De- 
cember 15, 1942, and executed by certain individ- 
uals, Morris Schnitzer, Sam Schnitzer, Rose Schnit- 
zer, H. J. Wolf and Jennie Wolf; and there is also 
a copy of a guarantee running in favor of the 
R.F.C. 

Q. (By Mr. Marcecussen): I will ask you 
whether or not any of the loss which you claim was 
made here pertains to a loss on the guarantee? 

A. That is a pretty general question. 

Mr. Marcussen: Perhaps counsel will stipulate ? 

Mr. Jones: Perhaps, if you will give me time to 
find out what the facts are. 

The Court: Perhaps you can do that later on? 

Mr. Mareussen: If your Honor please, I would 
like to call upon counsel to stipulate that none of 
the bad debt loss they are claiming to be in issue 
in this proceeding arises in connection with the 
guarantee made by the individuals that I have just 
named and identified on Exhibit A, in which they 
have undertaken to guarantee the repayment of a 
part or all the principal of the $700,000.00 loan 
made by the R.F.C. 

Mr. Jones: That is true. [139] 

The Court: Does Petitioner’s Counsel stipulate 
the statement of Respondent’s counsel is correct ? 

Mr. Jones: That is correct. 
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The Court: It is so stipulated. 

Q. (By Mr. Marcussen): I hand you Respond- 
ent’s C, Mr. Schnitzer, which consists of four pages, 
bearing the heading of ‘‘Standby Agreement,’’ exe- 
cuted by Oregon Electric Steel Rolling Mills by 
Morris Schnitzer, President, and also by Morris 
Schnitzer, S. Schnitzer, H. J. Wolf and Monte L. 
Wolf as standby creditors and ask you to take a look 
at that document and refresh your recollection from 
it (hands document to witness). 

The Court: If it is in the stipulation, what is the 
sense of having the witness testify to it. 

Mr. Marcussen: I am not going to have him tes- 
tify to it. I am just asking him to identify it for 
the purpose of refreshing his recollection with re- 
spect to some other matter. 

The Court: I presume the proper procedure 
would be to get the stipulation in first. I presume 
this will be introduced in evidence; it is not in yet. 

Mr. Jones: We are going to read it the first 
thing tonight after we leave, and get it in the first 
thing in the morning. 

Mr. Marcussen: Neither one of us have read it. 

Mr. Jones: We have not had time. 

The Court: Let us identify the document now, 
so that the record will be clear. 

The Witness: I have not gone over it for years. 

The Court: Ask him the questions. 

Q. (By Mr. Marcussen): I would like to ask 
vou What conversations you had with representa- 
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tives of the R.F.C. about the execution of this docu- 
ment, Mr. Schnitzer? Perhaps I could hasten the re- 
freshing of your recollection by summarizing it 
very briefly, subject to any correction counsel wishes 
to make, and say, 
Mr. Jones: That document in the stipulation is 
identified, and we are raising no objection on the 
ground of authenticity or the veracity of the docu- 
ment, or the fact that it is a photostatic copy; but 
we do reserve the right to object to certain docu- 


ments when they are offered. 

The Court: That is another reason why the doc- 
uments should have been in before. He may be 
questioning about documents that are never re- 
ceived. 

Mr. Mareussen: There is no question about it. 

The Court: Why can’t you ask him about some- 
thing else? 

Mr. Marcussen: I would like to have a moment 
to confer with counsel. 

The Court: Go ahead. [141] 

Mr. Marcussen: If your Honor please, I think 
counsel and I are prepared to stipulate that I may 
ask questions about the document even though it is 
not in evidence, and in the event that an objection 
with respect to the admission of the document is 
sustained, I will agree that the testimony may be 
stricken. 

The Court: All right. Proceed. 
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Q. (By Mr. Marcussen): Now, Mr. Schnitzer, 
I think I can summarize generally this document by 
saying that it is a document which the R.F.C. and 
you entered into for the purpose of subordinating 
any obligations of Oregon Steel through the par- 
ties who are signatory here,—subordinating pay- 
ments of those obligations to the R.F.C. 

Mr. Jones: The document speaks for itself. 

The Court: What is it that you want to ask the 
witness ? 

Mr. Marcussen: I want to ask the witness what, 
the circumstances were, 

The Court: Don’t give such a long preamble; it 
takes too long. That is the reason it takes so long 
to try these cases. 

Q. (By Mr. Marcussen): What were the cir- 
cumstances surrounding the execution of that docu- 
ment? [142] 

A. I think the main circumstances was that the 
R.F.C. would not advance any money on the loan 
until they had this signed Gandicating document). 

Q. To whom did you talk this matter over with? 

A. We talked it over with our attorney. 

Q. What representative of the R.F.C.? 

A. Oh, I believe, Mr. Crnikshank and Mr. Ken- 
nedy, their attorneys. 

Mr. Jones: That is a written instrument, and 
all these preliminary things should not be gone into. 
T object, therefore. 

The Court: I think that is a good objection. I 
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think that is the reason why the law was made. 
There is no use going into all negotiations which led 
up to a written document. JI will sustain the ob- 
jection. . 

Mr. Marcussen: If your Honor please, this is a 
standby agreement. 

The Court: It speaks for itself; you cannot 
change it by oral testimony; whatever was said or 
done was merged in the written instrument, and 
there is no use talking about what each one said 
before they signed it. 

Mr. Mareussen: Very well, your Honor. 

Q. (By Mr. Mareussen): In the course of your 
testimony this morning, you made a statement con- 
cerning the reason why the general aceounts,. [143] 
which you characterized as open accounts of yours 
and Alaska Junk Company to Oregon Steel became 
so high; do you recall your testimony about that? 

The Court: Don’t go over it again. If he said it 
this morning, he doesn’t have to say it again. Don't 


repeat. 
Q. (By Mr. Mareussen): Do you reeall that 
part of your testimony ? i) Néest 


The Court: What did you say? 

The Witness: Yes. 

ive Cour: Allvight, Don’t repeat it. 

Q. (By Mr. Marcussen): I think you stated 
that they would have been paid otherwise. Now, 
what funds were those accounts paid with? 

A. I beg your pardon. The question that you 
asked me is not very well formed? 
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Q. Do you understand it? 

A. Not too well. 

Q. I asked you whether you recalled your con- 
versation about why these accounts got so gh. 
Do you recall that you stated that the R.F.C. would 
not admit them to be paid? A. Yes. 

Q. Lasked you, if the R.F.C. had permitted them 
to be paid, what funds were available that would 
have permitted it? 

A. We had a lot of funds up to $700,000.00; 
the R.F.C. [144] funds, to pay our bills. 

Q. Wasn’t it a part of the loan with the R.F.C., 
that the R.F.C. loan would go in merely for the ac- 
tual establishment of the plant, and into the pay- 
ment of new obligations? 

A. New obligations? 

Q. Yes? 

A. Why shouldn’t they be paid. 

Q. That is not my question. 

A. I will answer it then; certainly they should 
pay some of the RUeat one that that plant owed 
us personally. 

Q. Did you take it up with the R.F.C. ? 

A. Yes, definitely. 

Q. What did they say? 

A. They absolutely refused to pay them at that 
time; later, however, they paid some of them. 

Q. Did you attempt to use the R.F.C. funds to 
settle those accounts? 
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A. I don’t see how we could have used the 
R.E.C. funds. 

Q. I asked you if you attempted to do so? 

A. That is a very poor question; how can I pay 
myself when the R.F.C. won’t let me have that 
money ? 

Q. Did the R.F.C. assign a man to see to it that 
these funds were actually applied to the payment 
of obligations for plant and equipment? [145] 

A. Yes, they did. 

Q. And it was the purpose of the R.F.C. that the 
funds were not to be used for any obligations with 
respect to such items as had been incurred by you 
and by Alaska Junk; is that correct? 

A. No; that statement is not correct. 

Q. In what respect is it wrong? 

A. A lot of the funds that we expended were 
for machinery and equipment for the mill. The 
R.F.C. did let us have some money for what we ex- 
pended; they admitted it was a part of the pro- 
gram. 

Q. But at one time they placed a man who was 
in charge of the disbursement of those funds? 

A. Yes; they only had one man, Mr. McGoniele. 

@. When did he come on the scene? 

A. I think he came on the job just about the 
time we started to break the ground for the plant. 
I think he was assigned to us about the first of 
1943, or December of 1942; I am not positive. 

@. Was that when ground was first broken for 
the construction of the plant? 
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A. No; ground was first broken about October 
or November of 1942. 

Q. And at that time Mr. McGonigle came on 
the scene, and his approval was necessary for the 
expenditure of funds [146] for the establishment of 
the plant; is that right? A. That’s right 

Mr. Marcussen: That is all, your Honor. 


Redirect Examination 
By Mr. Jones: 

Q. When you were talking about this Mr. Brady 
and Mr. Woodbury, were you going to them to sell 
steel, or to sell some stock in the corporation? 
You mentioned that they were connected with cor- 
porations. What corporation did you refer to? 

A. Mr. Sid Woodbury jobs United States Steel 
Corporation supplies here in the city of Portland. 
Jack Barde represents and distributes supplies for, 
I believe it is, Allan Wood, for Bethlehem Steel 
and the United States Corporation. 

Q.. But it was not the Alaska Junk or the Ore- 
gon Steel that you referred to in that connection? 

A. No. 

Q. That is the point I wanted to clear up. 

The Court: You may stand aside. 


(Witness excused.) 


Commissioner of Internal Revenue 175 


The Court: Call the next witness. 
Mr. Jones: I will call Mr. Manuel Sehnitzer. 


Whereupon, 


MANUEL SCHNITZER 


a witness called by and on behalf of the Petitioner, 
having [147] been first duly sworn, testified as fol- 
lows: 
Direct Examination 

By Mr. Jones: 

Q. Will you state your name, please? 

A. Manuel Schnitzer. 

Q. Are you a son of the petitioner herein, Mr. 
Sam Schnitzer ? A. Yes. 

@. And your mother is Rose Schnitzer? 

A. That’s right. 

Q. Are you now a member of the partnership 
of the Alaska Junk Company? A. Yes. 

Q. When did you become a partner? 

A. 1946. 

Q. When did you first work for the Alaska Junk 
Company ? 

A. Well, | worked there as a small boy when I 
was eight or nine years old; over thirty years ago. 

Q. When you started there on a full-time basis, 
when was that? 

A. In the fall of 1928. 

Q. During the years 1941 and 1942, what were 
vour duties there at the plant? 
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A. I had active,—I was active in the manage- 
ment of the company. [148] 

Q. Was that also true in 1941? 

A. Yes. 

Q. And in 1948, did you leave the company for 
a while? 

A. TI left in January and went down to the mill 
on account of the fact that we knew Morris was 
going into the Army; and I went down there to get 
acquainted with the operations. 

The Court: What year? 

The Witness: 1948. That was on account of the 
fact that we knew that Morris was going into the 
Army, and J wanted to line things up as best I 
could, and therefore went down to the mill. 

Q. (By Mr. Jones): You took over in the mill 
when he left for the Army? A. Yes. 

Q. Did you continue im that capacity from the 
time you took over until the sale to Mi. Hall and 
My. Mears? A. Yes. 

Q. During the year 1941, and also the year 1942, 
and that part of January or February of 1948, 
when you were still at the Alaska Junk Company, 
what were some of your duties particularly with 
respect to the pricing of items? 

A. Well, I was in charge of pricing and check- 
ing. 

Q. Who else also did the pricing and checking? 

A. Monte Wolf did, also. [149] 

Q. Any goods sold by the Alaska Junk Com- 
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pany to the Oregon Steel, who would price them? 

A. The merchandise was priced by the depart- 
ment heads; for instance, we had six departments: 
the steel department, pipe department, electrical 
department, retail store, steel yard, and machine 
shop. Those departments would price them and I 
would check to see that the prices were right and 
the extensions correct. 

Q. Before the charges went to the bookkeeper, 
did they go over your desk? A. Yes. 

Q. If you were not there, who checked them? 

A. Monte Wolf. 

Q. In other words, the checking and pricing of 
the items which would go into the account, which 
will be Exhibit 26, I believe,—you are acquainted 
with that? A. Yes. 

@. All the pricing that went into this account 
was of material furnished out of your stock and 
supplied by Alaska to Oregon Steel, and was priced 
by you or Monte Wolf,—I mean, was it checked 


by you? A. Checked; that is right. 
Q. Ave you familiar with this account? 
A. Yes. 
Q. And the items on it fall into what classes ? 
A. What do you mean by that? 
Q. What are the charges for? 
A. For the type of merchandise, you mean? 
Q. Merchandise would be one class. 
A. Thé account would be merchandise, cash ad- 


vanees; that is about all. 
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Q. I suppose you paid some bills, 

Mr. Marcussen: That is leading. 

Q. (By Mr. Jones): Suppose you paid a hill 
that Oregon Steel had incurred, if that ever hap- 
pened ? A. Yes, it did. 

What would that be? 

That would be a cash advance. 

You would eall that a cash advance? 

Yes. 

Now, when you went down to the steel mill, 
en did you find conditions there? 

A. Well, it was quite a turmoil there. 

Q. What was the matter? 

A. Well, first we had diffieulty of getting the 
materials; promises of equipment to come at a cer- 
tain date and falling behind. 

Mr. Marcussen: Excuse me. The Respondent 
objects to any questioning along this line on the 
ground that it is not [151] shown for what purpose 
it is offered, and it is wholly immaterial what the 
conditions were at this mill. 

Mr. Jones: It is pleaded in our petitions in 
which the point is raised that the operation bogged 
down, that they could not make a go of it, and that 
they became saturated with bills, and I am trying 
to show that my pleading is true. 

The Court: I will overrule the objection. 

Q. (By Mr. Jones): Go ahead. 

A. The equipment that was promised was 
months behind; and we had difficulty getting men 


cg 
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down to the lowest scale of men in the mill for 
work. For instance, foundry men, and rolling steel- 
men,—every inch of that mill was fought hard; and 
it was tough. 

Q. Were you there when it was completed and 
put into operation? A. Wes 

Q. And when was that? 

A. We started the mill and making ingots in 
June of 1943; but by the end of August was the 
first time we rolled. 

Q. What about the superintendent or the mana- 
ger there? 

A. Well, the superintendent of the mill that we 
had was Mr. Dawson, an elderly fellow. We had 
checked up on him and he was supposed to be com- 
petent, and he was giving us his promises that the 
rolls would be finished in two weeks, and when the 
two weeks would come along he would say another 
two [152] weeks; and the rolls were necessary for 
the rolling of the steel; which retarded the opera- 
tion a great deal. 

Mr. Marcussen: I want to reiterate my objec- 
tion. 

The Court: I don’t think it is necessary to go 
into all the details. 

Mr. Jones: That was the purpose, to verify the 
pleading. 

The Court: You did not get a good superintend- 
ent; and let it go at that. . 

Q. (By Mr. Jones): Was he able to carry on 
his functions? A. Yes. 
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Q. Did you get another superintendent? 

A. Yes. 

The Court: Let us get over that phase as soon as 
we can. 

Q. (By Mr. Jones): Did he do any better? 

A. Very little better. 

Q. Did you get into production ? 

A. We were in production, yes. 

Q. Did the company make any money while it 
was in production ? Anno: 

Q. Now, there is a balance sheet here, that, of 
course [153] speaks for itself, and I won’t talk to 
you about that. Did you find yourself in any pro- 
duction difficulty ? 

A. Yes; we could not roll steel properly, fast 
enough, to make it a practical proposition. 

Q. What about your orders? 

A. We had a cancellation; we had a large order 
with the Government, I think it was about a million 
dollars, which was caneelled. 

Q. How about paying people and paying your 
bills? 

A. Well, we could not pay them. 

Q. Did you try to get anybody to buy the plant? 

A. Yes, 

Q. How many people did you approach? 

A. Oh, we approached, I would say, ten or fif- 
teen people; whoever we thought would be inter- 
ested. 

Q. Could you just name one or two? 
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A. We approached the Bethlehem Steel Com- 
pany; Republic; United States Steel; Northwest 
Steel Rolling Mills; Jack Barde of the Barde Steel ; 
Mr. Alexander of the Northwestern Steel Casting. 

Q. Did any of them send out any engineers to 


look it over? A. Yes. 

Q. And did you get as far as negotiations on a 
price with any of them? [154] A. Yes. 

Q. Who? 


A. We negotiated with Kaiser,—a combination 
of the Edgar Kaiser and the Electric Steel Foun- 
dries. 

Q. What was the best offer of all that you 
found ? 

A. The best offer was the one that we got from 
Mr. Hall and Mr. Mears. 

Q. Why did you sell it? 

A. We had to sell it; we couldn’t do anything 
‘about it. 

Q. How was the sale handled? Did you sell the 
properties or the capital stock ? 

A. We sold the capital stock; we sold the deben- 
tures. 

Q. I believe that is all in the stipulation, and we 
won’t go into that. You say the mill was fought out 
hard every step of the way. What do you mean by 
that? 

A. Well, we had difficulties with the men; first 
of all, with the personnel for operating the mill. 
The management,—the manager tried,—we tried to 
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get proper managers; we did everything in the 
world to get good men and just couldn’t get them. 
We ealled back east to Arthur McKee, the famous 
national engineer for steel mills, and we just could 
not get him to recommend anybody for us; men 
were not available. 

Q. Did anything happen to you while you were 
on the job? 

A. I developed stomach trouble and got sick. 

Q. While you were working there? 

oe thaws tigi (oq 

Q. What was the cause of that? 

Mr. Mareussen: The Respondent objects to that. 

The Court: Sustained. 

Q. (By Mr. Jones): How many hours a day 
did vou put in down there? 

The Court: I will overrule the objection. An- 
swer the question. 

A. We worked ten or twelve hours a day. 

Q. (By Mr. Jones): How were things going 
so far as your plans were concerned; were they 
working out? A. No. 

Q. Did you meet any objection from other steel 
companies operating in this area? 

A. Very much. 

Q. How, and of what nature? 

A. We had a basic order, 

Mr. Marcussen: I will object to that. 

The Court: J will overrule the objection. Go 
ahead. 
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A. (Continuing): The Pacific Chain Company 
in town were making anchor chains for the United 
States Maritime Commission, and their basic order 
which they promised us when we were building the 
mill would have earvied the overhead of the mill; 
we had rolled several thousand tons of [156] steel 
for them, and we could have handled the order, but 
when we had the steel rolled, on a certain order, 
and we asked for a future order, as they had prom- 
ised, they said they would be unable to do it be- 
eause Bethlehem Steel were refusing to give them 
other sizes that they were buying from them; and_ 
they just could not give us any hope at all. 

Q. How did the Alaska Junk Company obtain 
the money with which they made advances for and 
on behalf of the Oregon Steel ? 

A. We had some money of our own; some of it 
was merchandise that we sold, and a large percent- 
age was borrowed from the bank. 

Q. On what kind of terms? 

A. Ninety days. 

Q. On ninety-day bank loans? 

A. That is right. 

Q. With respect to the Alaska Junk Company’s 
own cash position, what would have been the re- 
sult had they put more money into it than $125,- 
000.00 ? 

Mr. Marecussen: Just a moment. May I have 
that question read? 
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(Whereupon, the last question was read by 
the reporter as above recorded.) 


Mr. Marcussen: Ill object to that as calling for 
a conclusion of the witness. [157] 

Q. (By Mr. Jones): You were the manager at 
the time? A. Yes. 

@. Do you know what the effect would have been 
on Alaska if they had put more money into it? 

A. Our accountants advised me that that was 
the maximum that we could afford to put into the 
company. 

The Court: Who advised you? 

The Witness: Our accountants. 

Mr. Marcussen: May I have that identified as to 
amount and date? 

Q. (By Mr. Jones): When was that? 

A. Well, I discussed our company financial af- 
fairs with our accountants quite often, as I de- 
pended upon them for our technical advice; but I 
wouldn’t know exactly what date that happened; 
but we always planned in advance, and it was very 
definite that that was the advice that they gave me. 

Mr. Marcussen: With respect to the stock of 
$187,000.00 ? 

Mr. Jones: May I make the suggestion that you 
cross-examine when the time comes. ; 

Mr. Marcussen: Then may I have it ascertained 
What amount you are talking about; I think IT am 
certainly entitled to that. [158] 

The Court: Make the question more definite. 
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Q. (By Mr. Jones): Do you know what time 
you are talking about? A. 1942. 

My. Marcussen: Now, in excess of what amount? 

The Witness: In excess of $125,000.00. 

Q. (By Mr. Jones): That was the amount that 
you first mentioned, wasn’t it? 

A. That is right. 

Q. And do you know anything about a guaran- 
tee that existed between the Alaska Junk Company 
and Mr. Morris Schnitzer? A. Yes. 

Q. How did you gain knowledge of that? 

A. It took place at my mother’s house. 

@. Did you ever hear anything about it in the 
course of your business or not? . 

A. Yes, I did. 

Q. Do you know whether there were any entries 
on the books of Alaska Junk about it? 

A. Well, we had a guarantee at the end,—after 
we sold the mill,—we had made a guarantee,—L 
mean, Morris had $83,000.00 worth of second mort- 
gage which he turned over to the Alaska Junk on 
account of the guarantee. [159] 

Q. I know, but when was the guarantee made? 

A. 1942. 

Q. About what month in 1942? 

A. I believe it was December. 

Q. Before you sold the mill stock to Mr. Hall 
and Mr. Mears had any efforts been made that you 
know of to sell any of the unissued stock or to 
procure more money with which to carry on? 
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A. We had tried to interest the capital. 

The Court: I didn’t hear you. 

The Witness: We had tried to interest capital. 

Q. (By Mr. Jones): Did you have any success 
at that? A. No, sir. 

Q. Now, the reasons for your sale, were they all 
these various factors that you have enumerated ? 

A. Yes. 

Q. Do you know anything about the,—do you 
personally know anything about the transaction that 
resulted in the Alaska Junk Company raising its 
stock interest or taking more stock than the original 
amount of 625 shares that the partners had, up to 
1250 shares? 

A. Morris had subscribed to 1251 shares, and he 
saw that he could not fulfull that subseription. He 
took it up with Mrs. Wolf and Mr. Wolf, and my 
dad and my mother, and [160] thev had to take an 
extra 625 shares of his; but Mr. Wolf made him 
promise or guarantee that, if there was any loss if 
he did not come up to his one-third, he would make 
it good. 

Q. What I am particularly inquiring about is 
whether you overheard any conversation or whether 
it came to you in any way officially? 

A. I was in my mother’s house when it hap- 
pened. 

Q. Did you ever hear any statement about how 
much money the Alaska would put into the rolling 
mall? 
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A. Myr. Wolf always maintained that he would 
not put in any more than $125,000.00. 

Q. When you say Mr. Wolf, do you mean Mr. 
Wolf on behalf of himself, or on behalf of the 
Alaska Junk? 

Mr. Marcussen: Ill object to that. 

The Court: Sustained. 

Q. (By Mr. Jones): In the course of the con- 
versation, who was Mr. Wolf talking about, the in- 
vestment of Alaska Junk, the investment of himself 
personally, or just who was he talking about? 

me SSemg that Mr. Wolf was a partner, it 
wouldn’t make any difference; it was for himself 
or the Alaska Junk. 

Q. My question is, do you know what amount 
the Alaska Junk Company partners, the partner- 
ship itself, all of them—put as a hmit of investment. 
of capital in the Oregon Steel? [161] 

A. They agreed not to put in over $125,000.00. 

Q. <A little while ago when you remarked about 
what Mr. Wolf said would be the lhmit that could 
be put in, was the contribution that he was speak- 
ing about on behalf of Alaska or on behalf of him- 
self? 

A. You understand, Mr. Wolf figured that it 
was one-half of the 1250 shares which the Alaska 
Junk Company had at that time; that was one-third 
of the subscribed stock; and he realized that with 
Morris Schnitzer having 625 shares, approximately, 
and Sam Schnitzer with 625 shares, that would be 
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a control of the stock; and for that reason he did 
not want to go too strong. 

Q. I realize that, but what I am trying to find 
out is what was the conversation when he mentioned 
the $125,000.00 concerned with; was it concerned 
with what the Wolf would put personally into the 
business, or what the partnership would put im 
there? 

A. I don’t understand the question. 

Mr. Marcussen: I object to the question on the 
ground that it is not the best evidence, anyway; 
this man’s father is in the courtroom. 

The Court: He was not a member of the part- 
nership ? 

Mr. Jones: He was manager of the partnership. 

Mr. Marcussen: And his father, a member of the 
partnership, 1s in the courtroom. [162] 

Q. (By Mr. Jones): Had the Alaska Junk Com- 
pany ever promoted and financed any other busi- 
nesses besides this? A. Many of them. 

Mr. Marcussen: I will object to that and ask 
that the answer be stricken. It calls for a conelu- 
sion as to whether or not he promoted any other 
concerus, 

The Court: I think that is a fact rather than a 
conclusion; [ will overrule the objection. 

Q. (By Mr. Jones): Would vou state the names 
of some of them? 

A. he Alaska Junk formulated the National 
Machinery Company in Eugene; the Industrial Air 
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Products of Portland; the Central Supply Com- 
pany of Portland; the Carlton Coast Railroad Liqui- 
dators; oh, gosh, that was our general practice; 
we did it for years. 

Q. The companies that you did not yourself 
organize or have stock in, did you ever furnish any 
financing to any of them? A. Yes. 

Will you name some ? 

Hesse-Ursted Company. 

What business were they engaged in? 

They are a machine shop. 

What about dealers in scrap metal? [163] 
It was a general practice all the time to ad- 
vance money to dealers, to any industry where we 
saw a chance to make a profit by helping them and 
by buying or selling them materials. 

Q. What was the motive of making these loans 
and organizing these companies? | 

A. For instance, Hesse-Ursted were in bad finan- 
cial straits; we loaned money to them; they were 
in difficulties. 

Q. How much of a loan was that? 

A. It was approximately $50,000.00. 

Mr. Marcussen: When? 

The Witness: In 1941. As a result of that loan 
we got a customer and they got all their cast iron 
from us, and any of the merchandise that we could 
supply them with. 

Q. (By Mr. Jones): Was the purpose of these 
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loans to finance and e1vedit companies and sources 
of supply? 

Mr. Mareussen: I will object to that as a leading 
question; this is in the nature of a cross-examina- 
tion. 

The Court: I will overrule the objection. 

My. Mareussen: He is putting the words in the 
mouth of the witness. 

Q. (By Mr. Jones): -Go ahewd and say Siiae 
was the purpose? 

A. The purpose was either to sell the men mer- 
ehandise [164] so that we would have an edge or 
advantage, so that we could profit, naturally; in 
order to buy or sell to or from them. 

@. These debentures that were taken by the 
partners of Alaska Junk from Oregon Steel,—was 
anything ever received on them prior to the time 
that they got the second mortgage? 

A. From the new owners? 

Q. From the new owners? A. No, sir. 

Q. Now, what sort of a cash account, money in 
the bank, cash, petty cash, and so forth, did Alaska 
Junk Company ordinarily maintain ? 

A. Our balance was generally small. 

Q. By ‘‘small,’? what do you mean? 

A. Approximately five to ten thousand dollars. 

Q. Was there any time in the month that you 
would have a high balance? 

A. It would be possibly around the tenth of the 
month; often we were overdrawn. 
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Q. Do you know what was anticipated as to the 
probable earnings of the Oregon Electric Steel when 
Alaska Junk put its money in there? 

Mr. Mareussen: I’ll object to that; no founda- 
tion Jaid; it calls for a conclusion of the witness. 

The Conrt: That is the manager of the com- 
pany? [165] 

Mr. Marcussen: He is not manager? 

Mr. Jones: He was manager of the Oregon later. 

Mr. Marcussen: He was manager of the Oregon 
Steel after Morris Schnitzer left. 

The Court: After the loan was made? 

Mr. Marcussen: After the loan was made and 
the entire corporation was set up. 

The Court: I will sustain the objection. 

Q. (By Mr. Jones): Now, as one of the man- 
agers of the Alaska Junk, and in the course of your 
work and duties there did yon hear or did it ever 
come to you in your business, as to what the Alaska 
Junk expected to receive from the Oregon Steel 
in the way of credit extended, or because of credit 
extended ? 

My. Mareussen: I’ll object to that. 

The Court: J think it would be hearsay ; I sustain 
the objection. It would be decidedly self-serving. 

Q. (By Mr. Jones): Now, then, the balance 
sheet in evidence of the Oregon Steel, that is of 
October 31, 1943, and the sale was on November 
26, 1943. Do you know whether there was any 
substantial activity from the first of November to 
the 26th of November? A. Very little. 
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Q. Were you making steel during that time? 

A. No; we were down. 

@. You were down? A. Yes. 

Q. Did the debit and the credit, and the asset 
and liability picture change from that shown in the 
document ? 

A. No; we had a very small crew there; there 
was nothing done. 

@. Now, the labilities shown on that balance 
sheet as of October 31, 1943, what can vou say with 
respect to any change in that on November 26th? 

A. I don’t understand your question. 

Q. Was there any substantial change in the 
hability picture between the Ist and the 26th of 
November ? A. Not much. 

@. Are you acquainted with the activities of 
your father and Mr. Wolf in the Alaska Junk Com- 
pany during the years 1941, 1942 and 1948, both 
concerning the duties that they performed and the 


time that they spent there? A. Yes: 
Q. Were there any substantial changes in what 
they did? A. In those years? 


Mr. Marcussen: I’ll object to that, if your Honor 
please, on the ground that it is not the best evi- 
dence; this witness is not one of the partners. 

The Court: I will overrule the objection. Pro- 
ceed. [167] 

A. No, sir. 

Q. (By Mr. Jones): Now, then, do you know 
whether the activities, interests, and so forth of vour 
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mother and of Mrs. Wolf were any different in 
1942 and 1943 than they were in 1941? 


Fx “INO; sir. 

@. Will you tell us when you were born? 

ne 1907. 

Q. And where did the family live? 

A. We lived on Fifth and Jackson Street. 

@. From what years? 

A. What years we lived at Fifth and Jackson? 

Q. Yes? 

A. We lived there from approximately 1917 to 
1934. 

Q. Where did you live after 1934? 

A. We moved up to Vista Street. 

Q. And do they still live there? 

A. Yes, they stlil live there. 


Q. When did you marry and leave the family 
home? A. 1936. 

Q. Now, during the years after you were old 
enough to remember, in these two places where you 
lived, do you remember whether or not Mr. and 
Mis. Wolf ever came over to your house? 

A. They were there practically every might of 
the week. [168] 

Q. And do you have any independent and per- 
sonal recollection of any of the topics of conversa- 
tion? 

A. The usual topics of conversation were the 
business. 

Q. Well, can you recall any specific topic or 
subject that was talked about? 
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A. We used to discuss the steel mill,—generally 
the main discussions were business. 

Mr. Marcussen: When you were a small boy? 

Mr. Jones: I will straighten the times out, coun- 
sel. JI am as interested as you are in getting this 
over with. 

A. They would discuss the things at night; the 
general business of the day. 

The Court: Who do you mean by ‘‘they’’? 

The Witness: Mr. and Mrs. Wolf and my dad 
and my mother. 

Q. (By Mr. Jones): And during the working 
hours down at the Alaska Junk Company, were 
there many discussions between your father and 
Mr. Wolf, 

My. Marcussen: May this be identified as to 
time. J have asked that on several occasions. 

Mr. Jones: I am coming to the time. 

Mr. Marcussen: We ought to know at the time 
you are asking the questions. 

The Court: Give the time. [169] 

Q. (By Mr. Jones): Now, then, down at the 
Alaska Junk Company during the years 1941 and 
1942 and 1948, were there many discussions be- 
tween your father and Mr. Wolf on matters of 
business policy and things of that kind? 

A. Yes. 

Q. Prior to those years, where did they hold 
their business discussions ? 

A. They were mostly held at home, at our house. 
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Q. Now, when such things as the organization of 
the Central Supply Company that you mentioned,— 

My. Mareussen: I will object to the question on 
the ground that it is leading; there is nothing in the 
evidence about it yet. 

Mr. Jones: He mentioned the Central Supply. 

Myr. Mareussen: He simply mentioned the Cen- 
tral Supply as one of the organizations to which 
loans were made by the Alaska Junk. He did not 
say the Alaska Junk organized it. 

The Court: Will the reporter read the question ? 


(Whereupon, the last question was read by 
the reporter as above recorded.) 


Mr. Jones: I was trying to make it short, but if 
I have to do it the long way, of course, I will. 

The Court: Ask the question. [170] 

Q. (By Mr. Jones): Did you organize the Cen- 
tral Supply? A. Who do you mean? 

Q. Who organized the Central Supply ? 

A. The Central Supply was organized by Sam 
Schnitzer, Rose Schnitzer, H. J. Wolf and Jennie 
Wolf. 

'Q. When was it organized? 

A. The Central Supply was organized approxi- 
mately in 1939. 

Q. During the months before they organized the 
company, did you ever hear any conversations at 
that time concerning it? A. Yes. 

Q. When was Industrial Air Products organ- 
ized? A. That was organized in 1939. 
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@. Who by? 

A. By Morris Schnitzer, Sam Schnitzer, Rose 
Schnitzer, H. J. and Jennie Wolf. 

Q. Were there any conversations about different 


organizations prior to that time? A. Yes. 

Q. Particularly about the organization of the 
Industrial Air? A. Yes. 

Q. Where were they held? [171] 

A. They were held at home. 

Q. Who participated in that? 

A. All of the parties; the five parties. 

Q. Who were they? 

A. Rose Schnitzer, Sam Schnitzer, H. J. Wolf 


and Jennie Wolf, and Morris Schnitzer. 

Q. Were they the parties who participated in 
the organization of the Central Supply? 

A. Yes. 

Q. Do you know, of your own information, when 
the decisions were made to go ahead and organize 
those companies ? 

A. Which company are you referring to? 

. Let us take Industrial Air. 
. Industrial Air? 
= AY és: 
. We decided in about January of 1936 to 
organize that company. 

Q. Where was the decision made? 

A. It was made at my mother’s house. 

@. And who was present at the time of the de- 
cision ? 


Q 
A 
Q 
A 
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A. Morris Schnitzer, H. J. Wolf, Jennie Wolf, 
Sam Schnitzer and Rose Schnitzer. 

The Court: What kind of a company was it? 

The Witness: Industrial Air manufactured 
oxygen and acetylene, and the selling of it. [172] 

Q. (By Mr. Jones): Does Alaska Junk make 
purchases of Industrial Air? A. Yes. 

Q. Does it sell to Industrial Air? A. Yes. 

Q@. Has Alaska Junk ever advanced cash to 
them ? A. Yes, 

Q. Now, with respect to Central Supply, where 
was the decision made with respect to the final 
entering into that deal, that is, that they would go 
ahead and organize it? 

A. At the Sam Schnitzer residence. 

The Court: What business was Central Sup- 
ply in? 

The Witness: Wholesale plumbing and electrical 
goods. 

Q. (By Mr. Jones): Were there any business 
relations between Alaska Junk and the Central 
Supply? — <A. Yes. 

Q. What were they? 

A. We buy from them, and sell to them. 

Q. Did Alaska Junk ever make cash advances 
to them ? A. Yes. 

@. Do you have any personal knowledge of the 
organization of the National Machinery Company ? 

A. I believe the ownership was in Sam Schnitzer, 
Rose [173] Schnitzer, H. J. and Jennie Wolf. 
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Q. And did you know about it when it was 
organized ? A. Yes, I did. 

Q. When was it? 

A. Approximately 1927. 

Q. How old would you have been at the time 
it was organized ? 

A. I was going to college; I was about nineteen. 

Q. Where did you go to college? 

A. I went to Reed College and the University 
of Oregon. 

Q. Were you going to college at the time it was 


organized ? wm Yes: 

Q. Where? A. Reed College. 

Q. Were you living at home? A. Yes. 

Q. Did you ever hear any discussions about the 
organization ? A. Yes. 


Q. Where were those discussions ? 

A. They were made at home. 

Q. Who participated in them? 

A. Mrs. Rose Schnitzer, Sam Schnitzer, Jennie 
and H. J. Wolf. [174] 

Q. Do you know when they finally came to a 
decision to organize that company? Where it was 
made? A. At home. 

Q. Who were there at the time? 

A. H. J. Wolf, Jennie Wolf, Sam Schnitzer and 
Rose. 

Q. And did they all participate in the discus- ‘ 
sion 2 A. Yes. 

Q. Did the Alaska Junk Company have any busi- 


Commissioner of Internal Revenue 199 


(‘Testimony of Manuel Schnitzer.) 
ness relation with the National Machinery Com- 
pany? A. Yes. 

Q. What? 

A. We sold them a tremendous amount of mer- 
chandise. 

Q. Did you ever supply them any cash? 

A. Yes. 

Q. Now, what is the Carlton and Coast Railroad 
Liquidators, which you mentioned ? 

A. That was a company that the Alaska Junk 
Company and the Dulien Steel Products of Seattle 
organized for the purchase and dismantling of the 
Carlton Coast and the Flora Logging Company 
Railroad. 


% * *° 


Direct Examination 
(Continued) 
By Mr. Jones: 

Q. Last mght we were discussing companies 
that were organized or financed by the Alaska Junk 
Company. You named certain companies that were 
organized by the Alaska Junk and financed. I 
think the last one we discussed was the Carlton and 
Coast Liquidators. Were there any others? 

A. Yes, the Vaughan Motor Works; the Steel 
Tank and Pipe Company; also we had Sam Choat 
at Marshfield. 

Q. What was the name of his business? 

A. It was the Coos Bay Salvage Company, and 
he changed it over to ‘‘Industrial Steel and Sup- 
ly. 
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Q. What was the Marshfield Bargain House? 
A. The Marshfield Bargain House was another 


company. 
Q. Were any advances made to it? 
A. Yes. 
Q. What about M. Turn? 
A. What do you want to know about him? [187] 
Q. Who was M. Turn? 
A. He was a dealer up in Pendleton; he dealt 


in scrap and usable materials. 

Q. Did the Alaska Junk advance him any 
money ? 

A. We advanced him considerable amounts from 
time to time. 

Q. What was the firm of Munce and Pedrante? 

A. They were a couple of men that dealt in 
scrap metals and had trucks and did hauling. 

Q. Were any funds advanced to them? 

A. Yes. 

Q. Who was Emil Nyberg? 

A. He was a man that operated on dismantling 
railroads and scrap materials. 

Q. Who was R. Pedrante? 

A. That was Munce and Pedrante, and later 
they were split up and were working as individuals. 
Q. Is that the same as Munce and Pedrante? 

A. It is the same Pedrante. 
Q. What did he do? 
A. He had trucks, and would dismantle mills and 
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logging camps, and he did a similar type of work. 

Q. What was the Medford Bargain House? 

A. It was a company in Medford we bought 
scrap iron from. [188] 

Q. Did you ever make any advances to them? 

A. Yes. 

Q. Now, over what period of years did those 
advances occur that we have discussed, beginning 
with the Marshfield Bargain House, and all that I 
have mentioned in between ? 

A. I would say between 1930 and 1945. 

Q. Last night before we closed, I had asked for 
a document which I would like to have marked as 
Petitioner’s 28. 


(The document above-referred to was marked 
for identification as Petitioner’s Exhibit No. 
28.) 


Q. (By Mr. Jones): I am handing you Peti- 
tioner’s 28, and I will ask you, after counsel sees it, 
if you signed it, and to state what it is. 

A. This is an agreement of joint venture be- 
tween Sam Schnitzer, Harry J. Wolf, Jennie Wolf, 
Rose Schnitzer, with the Dulien Steel Company in 
the Carlton Coast venture. 

Q. What was the Carlton Coast venture? 

A. The Carlton Coast venture was a joint ven- 
ture made up by the joint partners and the Dulien 
Steel for the purpose of dismantling and sale of 
the Carlton Coast Railroad and the Flora Logging 
Company. 
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Mr. Jones: I offer that m evidence as Peti- 
tioner’s 28. [189] 

Mr. Marecussen: The Respondent objects to that, 
if your Honor please, on the ground that it has 
nothing to do with the issues in this case. It is 
simply a partnership agreement entered into be- 
tween certain principals, Sam Schnitzer, Harry 
Wolf, Rose Schnitzer and Jennie Wolf, with an- 
other corporation in Washington. I don’t see that 
it has any materiality. 

My. Jones: One of the things that I must estab- 
lish is that we were in the habit of financing, and 
promoting other business enterprises; and that is 
one of the enterprises that the Alaska Junk Com- 
pany financed; it is evidence of the scale of opera- 
tions that that company financed. 

Mr. Mareussen: There is no mention in the docu- 
ment of Alaska Junk Company; it is merely an 
indication that certain individuals entered into an- 
other business. 

The Court: The individuals are the petitioners 
here? 

Mr. Marcussen: Yes, your Honor. 

The Court: JI think with respect to whether or 
not the advances were made in the nature of capital 
investments or loans, that might shed some light on 
the activities of the parties contemporaneously or 
over a period of time. 

Mr. Marcussen: Before your Honor rules, I 
would like to ask a question. 


Commissioner of Internal Revenue 203 


(Testimony of Manuel Schnitzer.) 

The Court: All right. [190] 

Mr. Marcussen: Is there any evidence here of 
financing made to anybody (refers to document) ? 

Mr. Jones: The document speaks for itself. 

Mr. Marcussen: I am asking him on voir dire 
whether there are any. 

The Witness: What is the question? 

Mr. Mareussen: Is there any reference anywhere 
here to any advances? 

The Witness: Yes. 

Mr. Marcussen: Will you point it out, please? 

The Witness: Right here (indicating). Shall 
J-read it? 

Mr. Marcussen: Don't read it out loud. I am 
talking about advanees which parties of the first 
part made to any other party, or anybody else 
named in the document? 

The Witness: What do rou mean by that? 

The Court: Let the Court see the document. 

Mr. Mareussen: Yes, vour Honor (hands docu- 
ment to the Court). There is no mention in this 
document about advances made to anybody. 

The Court: Just let the Court see it. 

Mr. Marcussen: Surely. The Respondent sub- 
mits that that document has no more bearing on 
this case than if he were to show that these parties 
invested in bank stock, for example, or bought real 
estate. [191] 

Mr. Jones: I will develop a few more questions 
on this. if that is what vou want. 
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The Court: All right. Go ahead and ask the 
other questions. 

Q. (By Mr. Jones): What was the Carlton 
Coast Liquidator operation ? 

A. The partners of Alaska Junk purchased a 
portion of the Carlton Railroad from the R.F.C., 
and the Dulian Steel Products purchased the back 
end of that railroad from the Bank of California. 
We joined together, due to the fact it was one rail- 
road, but had several ownerships of several prop- 
erties; we joined together in dismantling and sell- 
ing this logging railroad. 

Q@. Were a separate set of books kept for the 


Carlton Coast Liquidators? A. Yes. 
Q. Completely separate from the Alaska Junk 
Company ? A. Yes. 


Q. Did the Alaska Junk Company keep an ac- 
count on its books with the Carlton Coast? 

A. Yes, they had an account on their books. 

@. Showing credits and debits which passed 
back and forth between the two entities? 

A. Yes. 

Q. Is this document, Petitioner’s 28, the docu- 
ment [192] which creates the joint venture between 
Duhen Steel and the Alaska Junk Company? 

A. Yes. 

Mr. Marcussen: I’ll object to that. There is no 
mention in that of the Alaska Junk Company; and 
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the question calls for a conclusion of the witness; 
and I ask that the answer be stricken. 

Mr. Jones: Very well. 

Q. (By Mr. Jones): How have the Carlton 
Coast Liquidators been treated on the books of the 
Alaska Junk Company ? 


A. It has been treated as a separate company. 
Q. And the Alaska Junk has an account with it? 
A. Yes. 

Q. Has Alaska ever made advances to it? 

A. Yes. 

Q. Were they substantial ? A. Yes. 

Q. 


Do the partners of the Alaska Junk Com- 
pany who are mentioned in this document, Peti- 
tioner’s 28,—do they maintain any other set of 
books of their accounts with the company, other 
than the books that Alaska maintains? 

A. No, sir. 

The Court: This contract deals with two indi- 
viduals in the case which compose the Alaska Junk 
Company, and this [193] contract is entered into 
between those parties and this other concern on 
April 20, 1941, which is within a couple of years or 
within a year and a half of the time involved. I 
don’t know just what probative force it might have, 
but I think the Petitioner might have it considered 
as a part of the system of petitioners’ methods of 
doing business with reference to financing other 
corporations and other parties for use in their own 
business. That is about what the effect of it is. 


206 Sam Schnitzer vs.’ 


(Testimony of Manuel Schnitzer. ) 

It might be an investment, as Respondent contends, 
but I think, in view of the issues involved here, I 
will allow the evidence and overrule the objection. 


(The document heretofore marked Peti- 
tioner’s Exhibit No. 28 for identification, re- 
ceived in evidence. ) 


Mr. Mareussen: Exception. 

Q. (By Mr. Jones): Is this venture still in 
operation, or has it been closed? 

A. It is still open. 

Q. You are still advancing credits to it? 

EX “Nees: 

Q@. I want to go back again to this Marshfield 
Bargain House, and those companies I mentioned 
between the Marshfield Bargain House and the Med- 
ford Bargain House. Does the Alaska Junk Com- 
pany own any proprietary interest in any of them? 

A. No, sir. 

Q. Maz. Schnitzer, were you ever a bookkeeper at 
the Alaska Junk Company? A. Yes, I’ was. 

Q. Between what years? 

A. From the end of 1928 to 1934. 


* Be ae 


By Mx. Jones: 

Q. Muy. Schnitzer, did you ever receive from 
the Oregon Steel copies of its balance sheets after 
the sale was made? Ay Yes 

My. Jones: J should like to have these marked 
in this order (handing document to Clerk). 

The Clerk: The first one is Exhibit 30. 
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(The document above-referred to was marked 
Petitioner’s Exhibit No. 30 for identification. ) 


Q. (By Mr. Jones): I am handing you Peti- 
tioner’s 30, and ask you how that came into your 
possession the first time, and where you saw it? 

A. We requested the Oregon Steel Rolling Mills 
to send us their statement. 

Q. Did you have any right to a statement of the 
Oregon Steel Rolling Mills? 

A. We had a right to see them every year. 

Q. On what basis? 

A. On the basis of the stockholders. 

Q. Did it have anything to do with the mortgage? 

A. Yes. The R.F.C. had an agreement, on which 
we were liable to pay a certain percentage of the 
profit to the R.F.C., and we agreed to pay for the 
balance, if any; and therefore we protected our- 
selves by demanding a statement every year of their 
balance sheets to see that they properly made their 
settlements. 7 

Q. By ‘‘they’’? you mean the Oregon Steel Mill? 

Ee eeees: 

Q. That is the second and third mortgage? 

A. Yes; and also to pay for the first mortgage 
in a quicker time. 

Q. How did that come to you, Exhibit 30? 

A. This came to us through their attorney, that 
is, [200] the attorney for Oregon Steel. 

Q. And who was that. A. My. Sabin. 

The Court: It came to whom? 
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The Witness: It came from the attorney of Ore- 
gon Steel. 

The Court: To whom? 

The Witness: To the Alaska Junk Company. 

Mr. Jones: We offer Exhibit 30 in evidence. 

The Court:. That is identified by the witness as 
what? A balance sheet? 

Mr. Jones: As a balance sheet of the Oregon 
Steel as of November 30, 1944. 

The Court: Is there anv objection ? 

Mr. Marcussen: No objection. 

The Court: It will be admitted as Petition- 
er’s 30. 


(The document heretofore marked Petition- 
er’s 30 for identification received in evidence. ) 


Q. (By My. Jones): I will hand you now an- 
other document which I will ask the Court to mark 
as Petitioner’s 31, and ask you to state what that is? 

A. That is the balance sheet and profit and loss 
statement for the year 1945 for the Oregon Steel 
Mill. 

@. How did that come into vour possession? 

A. That was handed to us or given to us through 
our attorney—through Mr. Sabin to the Alaska 
Junk Company. 

Q. Under the same circumstances that vou testi- 
fied with respect to Exhibit 30? A. Yes. 

Mv. Marceussen: Counsel may I ask what is the 
purpose of these offerings ? 
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The Court: ‘That is for the year 1945? 

Mr. Jones: Yes, your Honor. 

Mr. Mareussen: What is the purpose? 

Mr. Jones: The purpose of this is to show that 
even in new hands, for a period of time the mill 
was not successful, and then it finally realized all 
the optimism that Mr. Morris Schnitzer had in it, 
that there was real merit behind his idea, but be- 
cause of increasing prices and difficulties they had 
to sell it, and even the new owners took two years 
before they got going. 

Mr. Mareussen: JI have no objection. 

The Court: It will be received. 


(The document above-referred to was re- 
ceived in evidence and marked as Petitioner’s 
Exhibit 31.) 


(A document was marked as Petitioner’s Ex- 
hibit No. 32 for identification. ) 


Q. (By Mr. Jones): I hand you Petitioner’s 
32, and ask you to state [202] what that is? 

A. This is a statement of the Oregon Steel Mills 
as of December 31, 1946, sent to the Alaska Junk 
Company through their attorney, Mr. Sabin. 

Q. And are the circumstances surrounding your 
receipt of this the same as with respect to Ex- 
hibit 30? A. Yes. 

Mr. Jones: We offer exhibit 32 in evidence, and 
for the same purpose. 

Mr. Marcussen: Just a moment, please. With 
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respect to all these exhibits, the Respondent thinks 
they are immaterial, but we have no objection to 
the introduction of the others prior to this one which 
is offered as 32. This is not a balance sheet; it con- 
tains a detailed analysis of cost, and so forth, but 
no balance sheet, and therefore it certainly can have 
no bearing on the ease. 

The Court: For what vear? 

Mr. Marcussen: 1946. 

The Court: Three years after the date, and the 
matters contained therein do not constitute balance 
sheet ? 

Mi. Marcussen: That is right. My objection is 
not based upon the date. 

The Court: I think it is rather remote. I will 
sustain the objection to the one last offered. 


(A document was marked as Petitioner’s Ex- 
hibit No. 33 for identification.) [203] 


Q. (By Mr. Jones): I hand you now Petition- 
er’s 33 and ask you to state what that is. 

A. This is a balance sheet and profit and loss 
statement dated in 1946 of the Oregon Steel Roll- 
ing Mills, sent to us by their attorney, Mr. Sabin. 

Q. Did you get that under exactly the same cir- 
cumstances as testified with respect to Exhibit 30? 

A. Yes. 

Mr. Jones: We offer it in evidence for the pur- 
poses already stated. 

The Court: What year? 

Mr. Jones: It is 1946: but it is the balance 
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sheet, as to which he objected on the other one, 
because it was not contained therein. 

Mr. Marcussen: I wish to make a statement. I 
offer no objection so far as the date is concerned, 
but I think it is wholly immaterial for what it is 
offered. It is simply a showing that these people 
may have had a misfortune in dealing with the stcel 
company. 

The Court: Exhibit 32 will be excluded, and the 
record will show what is in it. Petitioner’s 35 is 
admitted. 


(The document heretofore marked Petition- 
er’s Exhibit 33 for identification, received in 
evidence. ) 


Mr. Jones: I wonder if we can take a five min- 
ute [204] recess. 
The Court: Yes. We will take a five-minute 
recess. 
_ (Recess. ) 


Q. (By Mr. Jones): Mr. Schnitzer, while you 
were manager at the steel mill, did they keep Mr. 
MecGonigle on the job? 

A. They kept him until the mill started to work. 

Q. Mr. McGonigle is the representative of the 
R.F.C.? a Phat’ s melt. 

Q. Did you ever prepare any vouchers for pay- 
ment out of R.F.C. funds for amounts owing Alaska 
that Mr. McGonigle or the R.F.C. would not pay? 

A. We did that continuously. 

Q. Did you try more than ‘once to get your ac- 
count with Alaska paid? A. Yes. 
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Q. Why didn’t you get them paid? 

A. Mr. McGonigle would not Okeh the payments, 
and we could not. 

Q. Did he have any power over the checking ac- 
count? A. He countersigned the checks. 

Q. Now, from your experience down there, and 
after you took over, was the mill being built for 
what the estimate was—the estimated cost? [205] 

A. It cost over the estimate. 

Q. Could you pay out any of the R.F.C. funds 
without its consent? A. No, sir. 

Q. How did you expect to have that Alaska Junk 
Company bill paid? 

A. We expected to be operating sooner than we 
did, and pay it off from the profits. 

Q. How much were your estimated profits? 

A. Our estimates were $50,000.00 a month. 

Q. Would that have been sufficient to have made 
any payments on the Alaska Junk Company bill? 

A. Yes. 

My. Marcussen: I’ll object to that as calling for 
a conclusion of the witness. | 

The Court: Go ahead and answer. 

A. That would have paid it off nicely. 

Q. (By Mr. Jones): Did you, before going 
down there, have any experience in steel mills? 

A. No. 

Q. Did any member of your family, or the Wolf 
family, have any prior experience in steel mills? 

A. Morris was the only one that had built up 
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a little knowledge about it. He didn’t have any 
actual experience. [206] 

Q. He had done some research on it? 

A. He had had some research and engineering 
advice. 

@. Were there any stockholders of the Oregon 
Steel that had any. experience? A. No, sir. 

Q. Or officers ? AP No sim 

Q. Or partners of the Alaska Junk; had they 
any experience with steel mills or smelter work? 

A. No. 

Mr. Marcussen: The same objection to all this 
line of inquiry. 

The Court: I will overrule the objection. 

Q. (By Mr. Jones): Now, after you got there, 
were there any attempts made to hire experienced 
people? A. Yes. 

@. What was the result? 

A. We were unable to get them. 

The Court: Didn’t you testify about that yes- 
terday ? 

Mr. Jones: I think it was his brother. 

The Court: All right. Go ahead. 

Q. (By Mr. Jones): Were there any attempts 
to get experienced people? 

A. We tried to get several. [207] 

Q. After you went in there? A. Yes. 

Q. How long did those efforts continue? 

A. They continued up until September, 1943; in 
fact, October of 1943. 
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Q. Now then, I am not sure that I asked you 
this question: What was the situation with re- 
spect to creditors before the sale was made to Hall 
and Mears? 

A. Creditors were demanding payment. 

Q. Were you able to pay them? 

A. No, sir. 

Q. What conclusion did the partners of Alaska 
Junk arrive at with respect to their ability to 
carry on? 

A. We felt we could not handle the situation. 

Q. Did you have any agreement to that effect 
among yourselves? IN Ss, 

Q. You testified yesterday with reference to some 
people who were contacted with reference to the 
sale? A. Yes. 

Q@. You mentioned Edgar Kaiser and some other 
people? A. Yes. 

Q. Now, what was the reason for Alaska Junk 
Company partners going into this, in the first place? 

A. We went into it in order to have a good mar- 
ket for [208] scrap, and also to obtain new steel 
from the mill, which was very difficult to get. 

Q. Now, with respect to the purchases that you 
made on behalf of the Oregon Rolling Mills, or 
the payments that you made for purchases that the 
mill had made, that is, the Oregon Mill 

The Court: You are using two different terms. 
Do vou mean the Oregon Steel? 

Mr. Jones: Yes, the Oregon Steel. 
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The Court: All right. 

Mr. Jones: I will reframe the question. 

Q. (By Mr. Jones): In respect to payments 
made by Alaska for orders placed directly by Ore- 
gon Steel and Alaska paying the bills, what was 
the Reconstruction Finance Corporation’s attitude 
toward allowing you to be reimbursed ? 

A. Would you repeat that question? 

Q@. Yes. You made advances in order to pay 
for merchandise ordered by Oregon Steel? 

A. Yes. 

@. And you charged those on your account with 
Alaska? ee NESS . 

Q. In order to get payment for this during the 
construction period would R.F.C. permit the pay- 
ment? 

A. Fora long time they would not. And finally 
we [209] did get, I think it was, several payments ; 
I think it was $114,000.00. 

Q. Which they permitted you to reimburse vour- 
selves for? A. Yes. | 

Q. In getting them to permit those reimburse- 
ments, what did you point out to the R.F.C.? 

A. We told them that if they didn’t allow us 
to get our money back we would not give the mill 
the benefits of our purchasing power, and thev 
would have to obtain it themselves and pay higher 
prices. In other words, it would be economical for 
the mill for us to buy it for them, but if we didn’t 
get paid for it, we would refuse to buy it for them. 
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Q. Is that the reason they permitted you to be 
reimbursed ? A. That is right. 

Q. Now, the third mortgage that we spoke of 
yesterday—I may have asked this question but I 
cannot remember whether I did—the third mortgage 
that you got from the R.F.C. after the sale, after 
Mr. Mears and Mr. Hall got the stock—what was 
the third mortgage applied on? 

A. We did not get the third mortgage from the 
R.E.C. : 

Q. You are right there. After the sale to Hall 
and Mears of the stock, the third mortgage from 
Oregon Steel is [210] what I am talking about; 
what did that apply on? 

A. It was the compromise settlement on the 
open account. 

Mr. Marcussen: If your Honor please, I move 
to strike the answer on the ground that it is all 
covered in the stipulation specifically; all of the 
transaction that he is just testifying about. 

The Court: If it has been covered already, don’t 
repeat it. 

Mr. Jones: JI don’t recall whether it is in the 
stipulation. 

Mr. Mareussen: It is stipulated exactly what 
these notes were given for. 

The Court: Well, it won’t be stricken this time. 

Mr. Jones: May the answer stand? 

The Court: It will stand this time, but please 
don’t repeat. 
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Mr. Marcussen: May I ask counsel, do you take 
anything by the answer in addition to the stipula- 
tion ? 

Mr. Jones: No. 

Mr. Mareussen: ‘To the extent that there is any 
inconsistency between his last testimony and the 
stipulation, of course, his testimony may be disre- 
garded. 

Mr. Jones: Sure; if there is any. I don’t think 
there is any. 

Mr. Marcussen: I don’t know either, but [211] I 


want to make that clear. 
* ¥ ¥ 


Cross-Examination 
By Mr. Marcussen: 

Q. Now, Mr. Schnitzer, you stated on your direct 
examination this morning, that Mr. McGonigle of 
the R.F.C. had charge of the R.F.C. disbursements 
on this loan, and declined to permit any application 
of the loan to advances by the Alaska Junk and 
Morris Schnitzer ? A. That is right. 

Mr. Mareussen: If your Honor please, I would 
like to offer in evidence certain documents concern- 
ing which [220] I wish to interrogate the witness. 

The Court: Does counsel for the petitioner know 
what they are? You might discuss it with him off 
the record. . 

Mr. Mareussen: Yes, I would like to. 

The Court: Off the record. 


(Discussion off the record. ) 
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Myr. Mareussen: If vour Honor please, I would 
like to offer as Respondent’s exhibit next in order, 
the balance sheet of Oregon Steel. 

The Court: As of what date? 

Mr. Mareussen: As of August 31, 1948. 

The Court: Is there any objection? 

Mr. Jones: No objection. 

The Court: It will be admitted as Respond- 
ent’s X. 

(The document above-referred to was re- 
ceived in evidence and marked Respondent’s 
Exhibit X.) 


Mr. Marcussen: And as Respondent’s Exhibit 
next in order, the balance sheet of Oregon Steel 
dated June 30, 1943. 

The Court: Is there any objection ? 

Mr. Jones: No objection. 

The Court: It will be admitted as Respond- 
ent’s Y. 


(The document above-referred to was received 
in evidence and marked Respondent’s Ex- 
hibit Y.) [—2ed] 


Mr. Jones: I do have objection to some things 
in the folder that I know nothing about; there are 
some things left in the folder that I know nothing 
about. ; 

Mr. Marcussen: And as Respondent’s Exhibit 
next in order the balance sheet of Oregon Steel 
dated May 31. 1943. 
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The Court: Is there any objections? 

My. Jones: No objection. 

The Court: It will be admitted as Respond- 
ent’s Z. 


(The document above-referred to was re- 
ceived in evidence and marked Respondent’s 
Exhibit Z.) 


Mr. Marcussen: Now, if your Honor please, I 
would hke to ask leave to have them handed to 
the Clerk and stamped, and then substitute copies. 

The Court: Copies will be made for counsel ? 

Mr. Marcussen: Yes, indeed; copies will be made 
for counsel. 

I think that is all at the present time, your Honor: 

The Court: You may proceed with the cross- 
examination. 

Q. (By Mr. Marcussen): I just asked you 
about the R.F.C. declining to permit the applica- 
tion of the loan to advances made by Alaska Junk 
and Morris Schnitzer. [222 A. Yes. 

Q. Do you recall when the first advances were 
made on the loan? 

A. You mean the first payments of the R.F.C.? 

Q. Yes? 

A. Not particularly. I didn’t come in there until 
1943, January, to the mill. 

The Court: Doesn’t the stipulation disclose that? 

Mr. Marcussen: I am just checking it, your 
Honor. 

OP dey Mir. Mfarcussen): 2 show vou Exinbit 
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No. 12, offered in evidence in this proceeding, which 
is the Mortgage Payable account of Oregon Steel, 
the ‘‘Mortgage Payable,’’ referring, of course, to 
the R.F.C. mortgage and loan, and I call your at- 
tention to the first entry, which is under date of 
November 30, 1942, showing a credit to the mort- 
gage in the amount of some $27,000.00. I believe 
you testified, and I think counsel will agree with 
me in this, that that item represented the first ad- 
vanees from the R.F.C. which were made some 
time prior to that, probably in the month of No- 
vember. Bearing that in mind, can you identify 
the time of your conversation with Mr. McGonigle 
about his functioning to approve loans and his re- 
fusal to approve the payments of any of the so- 
. ealled open accounts of Morris Schnitzer and Alaska 
Junk? 

A. I didn’t have any talk with Mr. McGonigle 
before [223] January, 1943. 

Q. You didn’t have any talks with him before 
January, 1943? A. That is right. 

Q. At the time you came into the picture, in 
January, 1948, Mr. McGonigle was already then 
functioning in that capacity; is that correct? 

A. Yes. , 

Q. And do you know how long prior to that he 
had been passing on the disbursements which were 
to be made for funds provided in the loan? 

A. He was on the job when they started dis- 
bursements from the R.F.C. 
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Q. Right from the beginning? A. Yes. 

@. And do you know whether Morris Schnitzer, 
or any of the principals of the Alaska Junk Com- 
pany had ever been given any reason to believe by 
the R.F.C. that the R.I’.C. loan would be for the 
purpose of paying off any advances that either Mor- 
ris Schnitzer or Alaska Junk would make to the cor- 
poration ? A. Would you repeat that? 

Mr. Marcussen: Will you read the question, 
please, Mr. Reporter? 


(Whereupon, the last question was read by 
the reporter [224] as above recorded.) 


A. What promises the R.F'.C.—as I understand 
the question, it is whether the R.F.C. had made any 
promises to the principals whether they would pay 
any of the advances made? 

Q. Promises or representations of any kind? 

A. I don’t believe I would know about that. 

Mr. Jones: What was the answer? 

The Witness: I don’t believe I would know about 
that. 

Q. (By Mr. Mareussen): You didn’t know 
about that? A. No. 

Q. Didn’t you testify in your direct examina- 
tion that the reason why this open account, so- 
called, of both the Alaska Junk and Morris Sehnit- 
zer was not paid, was that the R.F.C. declined to 
permit disbursements of its loan for the purpose 
of making this payment? Didn’t you testify to 
that ? A. Yes. 
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Q. You apparently know something about that. 

A. I know they refused to pay the bills of the 
Alaska Junk Company. 

Q. But you know nothing of any representations 
that the R.F.C. may have made, which may have 
given the Alaska Junk or Morris Schnitzer any rea- 
son to believe that any of [225] those open accounts 
would be paid with R.F.C. loans? 

A. As a matter of fact, they did pay $114,000.00 
worth. 

Q. What $114,000.00 worth was that? 

A. I believe those items were on the original 
estimate to the R.F.C. the equipment that would 
be in the original estimate of the cost that we gave 
them to build the mull. 

The Court: When was the $114,000.00 paid? 
Over what period? 

The Witness: They were made in two or three 
payments. 

The Court: Was that before or after you came 
there? 

The Witness: A part of it was after I came 
there, and a part of it was before. 

Q. (By Mr. Marecussen): How much was be- 
fore, and how much was after? 

A. Well, let’s see 

Q. By the way, what was the date to which ‘‘be- 
fore’ and ‘‘after’” apply? 

A. We are talking about before and after Jan- 
uary, 1943. 
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Q. I will withdraw my question and rephrase 
it. You testified on your direct examination that 
first the R.F.C. declined to permit application of 
its loan to Alaska Junk and Morris Schnitzer ac- 
counts ? 

A. After January, 1943; I was not down at the 
mill and didn’t have much to do with it before that 
time. 

Q. Now, when was it that they permitted the ap- 
plication [226] of this $114,000.00? 

A. You just showed me the sheet, which was in 
November, 1942. 

Q. Now; this sheet does not show that (indi- 
cating). A. It does not? 

@. I am asking you about your testimony con- 
cerning the $114,000.00 that the R.F.C. finally agreed 
might be paid from the funds advanced by it on 
its R.F.C. loan—might be paid on the account of 
Alaska Junk and Morris Schnitzer? A. Yes. 

Q. Now, when was it that the R.F.C. consented 
to make that advance or that payment of $114,000.00. 

A. I don’t know. 

Q. Did any of the $114,000.00 pertain to any 
payment which had already been made on the 
Alaska Junk—TI beg your pardon. I will withdraw 
that question. I think the evidence will show, and 
I think it is safe to assume that at the time the 
R.F.C. consented to the application of the $114,- 
000.00 of its loan to the payment of advances by 
Alaska Junk and Morris Schnitzer, that substantial 
advances had already been made at the time by both 
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Morris Schnitzer and Alaska Junk; do you have 
any doubt about that? A. No. 

Q. And at the time the $114,000.00 was author- 
ized to be applied on the account, how much of that 
which was applied [227] to the account first was 
already on the books and how much of it was applied 
to any future advances? A. I don’t know that. 

Q. You don’t know that? A. No. 

Q. Do you have any idea what those propor- 
tions might be? A. No, sir. 

Q. Do you know whether any part of the loan 
was to apply at all to past advances? 

A. I assume they were; I don’t know. 

Q. But you don’t know. A. No. 

Q. Didn’t you state that in discussing this mat- 
ter with the R.F.C. that you pointed out to them in 
substance, that if they would not authorize you to 
use R.F.C. funds to pay advances, which might be 
made by Morris Schnitzer and Alaska Junk to the 
corporation, that the corporation would be at a dis- 
advantage, and that you would withdraw the ad- 
vantage, that is, Alaska Junk and Morris Schnitzer 
would withdraw the advantage by reason of their 
purchasing power, and thereby any purchasing 
power advantage which Oregon Steel may have 
gotten as a result of those advances being made by 
Morris Schnitzer and Alaska Junk would be lost? 
Do you recall that? 9. Yes. [228] 

@. Would you refresh your recollection as to 
their agreement to apply R.F.C. funds to future 
advances or to past advances ? A. How? 
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Q. Well, was the question ever brought up? Was 
the agreement with respect to future advances, or 
past advances? 

A. That doesn’t help to refresh my recollection 
any. 

Q. Were you here in the courtroom yesterday 
when your brother Morris Schnitzer testified ? 

A. Yes. 

Q. Do you recall some testimony on his part in 
a similar vein with respect to the refusal of the 
R.F.C. to permit application of its loan to these 
accounts ? A. Yes. 

@. Your answer is that you do? A. Yes. 

Q. Now, from what you know of the finances 
of this company can you offer any explanation as 
to how the items would otherwise be paid for,— 
strike that. Now, the R.F.C. loan was applied to 
certain payments, most of which did not go to 
Alaska Junk and Morris Schnitzer; is that so? 

A. That is true. 

Q. If the R.F.C. loan had been used to pay the 
open account of Alaska Junk and Morris Schnitzer, 
where would the funds have come for the payments 
by the R.F.C. loan which [229] the R.F.C. loan 
was supposed to be used for? 

Mr. Jones: I will object to that as hypothetical. 

The Court: The hypothetical part links Morris 
Schnitzer with the Alaska Junk. I didn’t know he 
was interested with the Alaska Junk; I thought he 
was manager of the Oregon Steel and not the Alaska 
Junk. 
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Mr. Mareussen: That is correct, your Honor. 

The Court: I think the question was about the 
advances by Morris Schnitzer and Alaska Junk? 

Mr. Marecussen: That is correct; that is what is 
in issue. 

The Court: I didn’t think Morris Schnitzer had 
anything to do with that? 

Mr. Mareussen: Oh, ves; it is in the stipulation. 

The Court: JI thought he was on the receiving 
end and not the giving end. 

Mr. Marcussen: And this witness has also testi- 
fied concerning the application of the R.F.C. loan. 

The Court: All right. Suppose we have the 
question. 

Mr. Marcussen: Will you read the question to 
the witness, please? 


(Whereupon, the last question was read aloud 
by the reporter as above recorded.) 


The Court: I will overrule the objection. [230] 

Q. (By Mr. Marcussen): Do you understand 
the question ? 

Mr. Jones: May I save an exception to that 
ruling ? 

The Court: Yes. 

Mr. Jones: May I state my position on it more 
fully? 

The Court: Go ahead. 

Mr. Jones: It is a hypothetical question, based 
upon an hypothesis with respect to something exist- 
ing that did not exist, and then he follows that with 
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asking where would certain funds have come from 
to do something with. I think it is completely out 
of range of anything that he testified to on direct 
examination; it calls for a conclusion,—not even a 
conclusion, but a speculation of something almost 
unintelligible. 

The Court: I think in cross-examination counsel 
should be permitted to search. Of course, in redirect 
examination, if there is anything that needs to be 
cleared up, you may do so. 

Mr. Mareussen: So that you may better under- 
stand the nature of the inquiry that I am making 
at this time, I wish to point out that both the testi- 
mony of this witness and the witness Morris Schnit- 
zey contains the implication that somehow or other 
Alaska Junk and Morris Schnitzer were led to 
believe that their advances on open account to the 
corporation, [231] Oregon Steel, would be paid from 
the funds which were advaneed by R.F.C.; and it 
will be shown here that there was and there could 
not have been any such expectation. I am now ask- 
ing the witness about that matter to which he him- 
self has testified. 

Mhe Court: Ask him first if he understood that 
funds were to be applied to that. 

Mr. Mareussen: I have asked him that, I be- 
lieve. 

The Court: Ask him that, and then go on to the 
next question. 
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Q. (By Mr. Mareussen): Do you understand 
the question, Mr. Schnitzer? A. Which one? 

Q. The last question. 

The Court: Ask him if he understood that the 
premise was correct, or whether your premise was 
correct; ask him that question. 

Mr. Marcussen: Very well. 

Q. (By Mr. Marcussen): Is it your understand- 
ing that the purpose of the R.F.C., either in whole 
or in part, was to advance funds to pay off the 
advanees which had been made by Morris Schnitzer 
and the Alaska Junk Company? 

A. I think the purpose of the R.F.C. loan was 
to complete the mill. [232] 

Q. Yes. And will you answer the question, 
please ? 

A. Will you give it to me again, please? 

Mr. Marcussen: Will you read it, Mr. Reporter? 


(Whereupon the question referred to was 
read by the reporter as follows: ‘‘Is it your 
understanding that the purpose of the R.F.C., 
either in whole or in part, was to advance funds 
to pay off the advances which had been made by 
Morris Schnitzer and the Alaska Junk Com- 


pany ?’’) 
The Court: What is the answer to that question? 
A. I believe that was the general purpose of the 


loan. 
Q. (By Mr. Marcussen): Now then, I want to 
go on to the next question which has been in con- 
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troversy, and on which the Court has ruled you 
may answer; and I will ask you if the R.F.C. funds 
had been used to pay off the advances by Alaska 
Junk and Morris Schnitzer to Oregon Steel, where 
would the funds have come from or where might 
they have come from, or where was it anticipated 
by the parties that these funds would come from 
to pay for the items that the R.F.C. funds were 
actually used to pay for? 

A. First, our purpose was that the mill would 
start running before it did; and, naturally, we 
thought it would run successfully, and that would 
take care of a part of it; secondly, we discussed 
trying to get another loan from the R.F.C.,—an 
additional mortgage. [233] 

Q. You did get an additional mortgage? 

A. Of $100,000.00, yes, we did; and we were try- 
ing to get another one. 

Q. But it was realized, was it not, that there 
would have to be some funds applied in the manner 
in which the R.F.C. funds were actually applied, 
was it not? A. Yes, it was. 

Q. Now, you testified as to the third mortgage, 
and counsel and I had some conversation which you 
may remember about material contained in the 
stipulation in the same item. I think you stated that 
the third mortgage, which was finally received by 
both Morris Schnitzer and the Alaska Junk, was 
used, in part, to pay the open account. 


230 Sam Schnitzer vs. 


(Testimony of Manuel Schnitzer. ) 

A. Compromise settlement of the open account. 

Q. Do you know that the money advanced by the 
corporation, or, rather, the loan advanced by the 
corporation in the third mortgage was actually used 
to pay notes representing that open account? 

A. I don’t know what you mean by that. 

Q. You don’t understand the question ? 

A. No. [234] 

* * * 

Q. (By My. Mareussen): You made some state- 
ment in your direct testimony, as I reeall, Mr. 
Schnitzer, pertaining to the fact that one of the 
reasons for establishing Oregon Steel was to obtain 
new steel and to provide a market for scrap with 
the Alaska Junk. Do you reeall that? A. Yes. 

@. And was there a large demand for scrap at 
that time? [245] 

A. In 1940 and 1941? There is always a market 
for scrap. 

Q. Was it a good market? 

A. Not very good. 

Q. What would be the price of scrap at that 
time? 

A. In 1940 and 1941; is that what you mean? 

Q. Yes? 

A. I believe it was ten or twelve dollars a ton. 

@. How did that compare with prices, we will 
say, the last five years previous? 

A. Oh, we have had higher markets and we 
have had lower markets. 
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Q. During the five years previous? 

A. Yes; markets can change in a week. We 
have had changes in the last few months, changes of 
from eight to ten dollars a ton. 

Q. During the year 1941, towards the end of the 
end of the year, was there ever any serious concern 
on the part of the Alaska Junk Company and Mor- 
ris Schnitzer concerning outlets for the sale of scrap 
metal at that time in history? 

A. No; we were not concerned about it; but what 
we were concerned about was to-have a market that 
we would have an advantage over our competitors. 
It is a very competitive business, the scrap business 
is. In other words, if you have a customer where 
you can get a one dollar a ton advantage [246] 
over the other man, you can do more business that 
way. 

Q. I see. It was proposed that Oregon Steel be 
that customer ? 

A. I don’t know what you are talking about. 
With Oregon Steel, we would be in a favorable 
position with them. 

Q. Now, do you know why it was in 1943 that 
Oregon Steel was unable to pay its creditors, as 
you testified ? 

A. Due to the conditions that I previously out- 
lined; we did not have the money to pay the bills. 

Q. Had it been a long-standing ambition of your 
father to establish Morris Schnitzer in the steel 
business ? 
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A. What kind of a steel business do you mean? 

Q. The very business that he eventually went 
into ? A. Into the Oregon Steel mill? 

Q. In a steel business? 

A. I don’t think he was displeased that he was 
in that business. 

Q. That is not what I asked you. 

A. Was it his ambition? 

Q. Do you know whether it had been a long- 
standing ambition of your father, a dream as it 
were of your father, to establish your brother Mor- 
ris in the steel business ? 

A. I think it was his ambition, yes. 

Q. Now, you remember many conversations that 
have taken place. What did your father say about 
it? [247] 

The Court: I don’t see the necessity of going 
into the details of the conversation; I think the fact 
that he had that ambition is sufficient; it won’t 
make any difference what the conversations were. 

Mr. Marcussen: All right. 

The Witness: My father had ambitions for all 
the family. 

Mr. Jones: There has been a ruling. 

Myr. Mareussen: I will withdraw the question. 

Q. (By Mr. Mareussen): Now, with respect to 
the Marshfield Bargain House; how did you identify 
that organization ? 

A. Marshfield Bargain House? 

Qs” Vex A. They are in Eugene. 


Commissioner of Internal Revenue 233 


(Testimony of Manuel Schnitzer. ) 

Q. Eugene, Oregon? 

A. Pardon me; Marshfield, Oregon. They were 
in the scrap business, and also sold machinery, and 
so forth. 

Q. Who owned that business ? 

A. "That belonged to Morris Rubenstein and his 
partner; it was Rubenstein and Schneiderman. 

Q. Were they engaged in a partnership? 

A. Iam quite sure they were; I think they were. 
I am quite sure it was a partnership. It might have 
been a corporation, but I think it was a partnership. 

Q. What did you understand proprietary inter- 
est to be? + A. In a partnership? 

Q. Well, can you answer the question as I asked 
it? 

A. I don’t know what you mean. Is there anv 
other way that you can ask the question ? 

No: 

A. What do I understand it is; my understand- 
ing a proprietary interest in a partnership is 
that a man is a partner in the business. 

The Court: I think that is a question of law. I 
don’t think that is important here. 

Q. (By Mr. Mareussen): Now, at the beginning 
of your testimony today you made a reference to 
numerous organizations to which finances had been 
given or advanced by Alaska Junk. I would like to 
have you take the first of those that you mentioned 
today, which was M. Turn; I think that is the first 
one you mentioned. 
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A. Idon’t remember which one was the first one. 

Q. Let us take M. Turn. I think you stated that 
you made an advance to M. Turn? A. Yes. 

Q. What kind of a business did he operate? 

A. The same kind as the Marshfield Bargain 
House. 

@. Who operated the business? 

A. Mr. Max Turn. [249] 

Q. What was the purpose of advancing him 
money ? 

A. He would come and say, ‘“‘I will give you 
some scrap iron if you will advance me $500.00 to 
finance a deal that I have where I can get some.”’ 

@. The purchase of scrap that was eventually to 
be delivered to Alaska Junk? 

A. That is right. 

Q. Were there ever any other advances made to 
that company, or to that individual ? 

A. We made several advances to him. 

Q. For the purpose which you have just de- 
scribed ? A. Yes. 

Q. Any other purpose? 

A. That is the only purpose. 

Q@. Now, how about Munece and Pedrante? 

A. Munee and Pedrante,—they didn’t have too 
much money, and we would give them the money 
and they would buy a deal and haul it in to us; 
we would eive them the money in advance, and 
then they would work it out partially, or, there 
would be an advance made to partially cover it, for 
the purpose of helping them out currently. 
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Q. Currently on what? 

A. On the loads that they brought in. 

Q. To Alaska Junk? A. That is right. 

Q. Did you testify concerning any advances that 
Morris Schnitzer made to any of these companies? 

A. No, I did not. 

Q. Now, then can you name any other company 
that you mentioned this morning? 

A. Industrial Air Products. 

Q. What was the nature of the advances made to 
them? 

A. Well, Sam Schnitzer, and Rose Schnitzer, and 
Jennie Wolf and H. J. Wolf, and Morris Schnitzer 
started that corporation at the end of 1938, in the 
beginning. 

Q. What about it? 

A. Well, I think it went into operation around 
the beginning of 1939, for the purpose of manu- 
facturing oxygen and acetylene, and for the sale 
of welding supplies. 

Q. Did you say that was a corporation? 

A. Yes. | 


Q. It was a corporation? A. Yes. 
Q. And is that stock shown as an asset on the 
books of Alaska Junk? A. No, it is not. 


Q. Were the advances that you referred to ad- 
vances made for the payment of stock in the com- 


pany ? 
A. They were for payment of stock; and also 
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the cost went more than the expected cost, so the 
Alaska Junk made some [251] more advances. We 
sold them more merchandise for the building and 
plant, like pipe, and steel, and so forth. 

Q. What did Alaska Junk receive for their ad- 
vances ? 

A. They eventually received stock, and eventu- 
ally got paid back for the sales and advances made 
to them. 

Q. Now, can you name another company that 
vou referred to this morning? 

A. JI think we mentioned the Hesse Ursted 
Company. 

@. What was the nature of the advances made 
to them? 

A. We made cash payments for them; and we 
got a mortgage from them, I think it was, for 
$50,000.00, or $60,000.00. ‘They were in the hands 
of receivers, or in the court, and they were prac- 
tically closed up, and we advanced them this money, 
and they gave us a mortgage for the plant; and 
through this operation they purchased a tremendous 
amount of material for us, and we received the 
benefits of a part of the profits of the deal that they 
made. They had a Government property, and we 
eot one-third of the property,—the profits on it. 

@. You mean the profits that were applied to the 
loan? 

A. No; we got that as extra profits. The loan, 
they paid that with interest. 
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Q@. When did they go into bankruptcy or re- 
ceivership ? A. I think it was in 1941. 

Q. At the time they were financially embarrassed 
in that [252] manner, did they owe you any money, 
Mr. Schnitzer? I mean, did they owe Alaska Junk 
any money? A. No. 

Q. Did Alaska Junk sell them anything up to 
that time? A. Very little. 

Q. Who made the proposal to Alaska Junk that 
they go into the picture, as you have described it? 

The Court: I don’t think the detail is material. 
You need not answer that. . 

Mr. Mareussen: If your Honor please, I want 
to get a complete description. He testified to it on 
direct examination. 

The Court: There is no use getting all the details 
of the transactions, but just the main parts. 

Q. (By Mr. Marcussen): The loan was made 
after they were financially embarrassed ? 

A. Yes. 

Q. What was the full agreement pertaining to 
the making of that loan? 

A. What do you mean? 

Q. Specifically, did it have anything to do with 
the profit that you might get out of it? 

A. We were going to get paid the mortgage and 
interest. [253] 

Q. Ithink you said something about a profit that 
you were to get on certain deals? 

A. And later a chance came up for a government 
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job, on which we had put up a bond, and we signed 
for the application, in order to complete the job, 
that is, a performance bond; and we got one-third 
of the profits. 

Q. What kind of a contract with the govern- 
ment? A. It was to complete the job. 

@. In other words, the Alaska Junk joined with 
Hesse and Ursted in bidding on a contract for the 
government ? 

A. That is right; we were on the bond. 

Q. Did you advance funds, or did you just go 
on the bond? A. We went on the bond. 

Q. After going on the bond, the agreement was 
that you were to get one-third of the profits? 

A. That is right. 

Q. Did Alaska Junk, with respect to are) same 
contract, have anything to do with the actual opera- 
tion of the contract or the performance of it, other 
than you described ? 

A. We guaranteed that they would complete the 
job; we sold them a lot of material for it. 

Q. Now then, there was another organization 
that you mentioned, a Mr. Nyberg? 

A. Nyberg. [254] 

Q. Did you testify that advances were made by 
Alaska Junk to Nyberg? A. Yes. 

Q. What was the nature of those advances? 

A. It was in the dismantling of a railroad. 

Q. What railroad? 

A. J believe it was over at Stevenson. 
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Q. Oregon? A. In Washington. 

@. And did Alaska Junk have a contract to pur- 
chase the scrap of that job? 

A. No. He was dismantling; we had a contract 
with him to do the labor on that job. 

Q. Did you get any of the scrap on that job? 

A. Oh, yes. 

Q. What was the purpose of the advance? 

A. We gave him the advance so that he could 
meet the payrolls and pay expenses. 

Q. That is, for that particular job? 

A. That’s right. 

Q. So that you could get the scrap? 

A. Yes. 

Q. Now, what other company did you testify 
about this morning ? 

A. I think I mentioned the Steel Tank and Pipe 
Company [255] of Portland. 

Q. And when were advances made to it? 

A. I believe that was in 1932 or 1933. 

Q. And what was the nature of those advances? 

A. We purchased the boiler works; the Birch- 
field Boiler Works in ‘Tacoma. 

Q. As a salvage proposition ? 

A. No; they didn’t have the money to buy it, 
and they came over to us and asked us if we would 
buy it for them, and we went up to Tacoma two 
or three times, and the Birchfield Boiler was in the 
hands of the Court, and finally were the successful 
bidders on that, and we made an agreement with 
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the Steel Tank and Pipe to turn it over to them, 
and sell them materials. Also, they were to sell us 
materials. They paid us off in materials, princi- 
pally. 

Q. They were to pay you off in scrap, was that 
it? A. That’s right. 

Q. Had you ever purchased scrap from them 
before ? 

A. Yes; we had been buying from them before. 

Q. Can you name another company that you 
mentioned this morning? 

A. We had the National Machinery Company. 

Q. The National Machinery Company ? 

A. Of Eugene. 

Q. What was the nature of the advances made 
to that [256] company? 

A. That was a company that we advanced money 
and materials and supplies to. 

@. Who owns that company ? 

A. That company belonged to Sam Schnitzer, 
H. J. Wolf, Rose Schnitzer, Jennie Wolf, and Mr. 
Roy Nehl; he had an interest in it. 

@. What was the relative interest of M1. Nehl? 

A. I believe he got ten per cent of the profits. 

Q. For his services? 

A. For his managing services; yes. 

@. In other words, he had a bonus; is that it? 

A. Yes, a bonus arrangement. 

Q. Was it a corporation? 

A. I think it was. 
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Q. And when you referred to advances to that 
corporation, are you referring to the money paid 
for the stock? 

A. No, not the stock; we had sold them a lot of 
merchandise. 

@. You did sell them merchandise ? 

A. Yes. 

Q. And what was the nature of the merchandise ? 

A. Electric motors, wire rope, steel, belting, and 
so forth. 

Q. When you say you made advances for them, 
you mean [257] that you charged them for those 
materials ? 

A. We charged them for the materials that we 
shipped to them. 

Q. That you shipped to them? 

A. That’s right. 

@. And what was the business of this company? 

A. It was in the business of selling sawmill and 
logging machinery and farm supplies. 

Mr. Jones: I realize this is cross-examination, 
but I am going to have all the records on each of 
those companies. 

The Court: I think that about coneludes the 
collateral matters, anyway. 

Q. (By Mr. Marecussen): What other com- 
panies did you testify about? 

The Court: J want to get to that point and quit 
for lunch, so as not to go over it again. 
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Q. (By Mr. Mareussen): The Central Supply 
is one you testified about? A. Yes. 

Q@. What was the nature of those advances to 
that company ? 

A. We advanced first of all, a certain amount for 
eapital stock, and after that for merchandise that 
we sold them. [258] 

@. When you say the advances were made to 
them, the advances are those advances involved in 
selling them merchandise on open account? 

A. In furnishing them money, also; money and 
merchandise. 

Q. What money? What was that for? 

A. We had to organize it; the company had 
expenses. 

Q. You received stock for that? A. Yes. 

Q. And who owned the stock? 

A. The stock belonged to Sam Schnitzer, Rose 
Schnitzer, H. J. Wolf and Jennie Wolf. 

Q. And what was its business? 

A. It was in the business of selling plumbing 
and electrical materials. 

Mr. Jones: If the Court please, I intend to have 
the accountant on the stand, who can go over this. 

The Court: I would like to have him conclude 
his cross-examination before we quit, so we won’t 
have to go over it again. 

Q. (By Mr. Marcussen): In these agreements 
that you have mentioned, in which you stated a part 
of the advances were for payment of stock, did 
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anybody else own any stock besides the individuals 
that you have mentioned? That is, that you know 
of? A. I don’t think so. [259] 

Q. I am referring now to substantial holdings, 
and not qualifying shares? 

me iedon’t think so. 

Q. Do you recall any other company that you 
mentioned ? 

A. Plumbing and Heating Sales. 

Q. What was the nature of the advances made 
to that company? 
A. We started the company,—I don’t mean 
we’’ but Rose Schnitzer, Jennie Wolf, Sam 
Schnitzer and H. J. Wolf,—they had a man by 
the name of Mr. Shea, who was in the plumbing 
and heating installation business. That is a spe- 
cialized business. In other words, in order to be 
able to do contract work for installation of plumb- 
ing and heating, you had to have a man who knew 
plumbing and heating. So Mr. Shea was the man- 
ager, and he had an interest in that business. 

@. An interest,—you mean by way of a bonus 
arrangement ? 

A. I think he had stock in the company. 

Q. And the rest of the stock was owned by 
whom ? 

A. By the four parties I mentioned. 

Q. Was a part of the advances made for the 
stock in the company ? A. Yes. 

Q. The Alaska Junk sold merchandise to the 
company ? A. Yes. [260] 
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Q. Were some of the advances that you testified 
’ about as made to that company, advances that arose 
from the fact that materials were sold to them? 

A. We sold them, and bought from them, also. 

Q. But insofar as your advances were con- 
cerned, they were advances resulting from sales? 

A. J don’t know whether it was all exactly mer- 
chandise; I know there was some merchandise. 

Q. You don’t know? A. I don’t know. 

Q. Did you testify about the Medford Bargain 
House? A. Yes. 

Q. Have you gone over that? Do you recall? 

A. No, we did not. 

Q. Can you tell me about the nature of advances 
to that company ? 

A. The Medford Bargain House was similar to 
Max Turn and to the Marshfield Bargain House; 
exactly the same. 

Q. The Alaska Junk or its partners, did they 
have any stock in that company ? A. No, sim 

Q. Who owned that? 

A. That belonged to a Mr. Rubenstein and a 
Mr. Kaplan. 

@. And were the advances to that company the 
same as to the other companies that you men- 
tioned? [261] 

A. The same as to the Turn outfit and to the 
Marshfield Bargain House. 

Q. For the purposes of enabling them to get 
scrap iron, so that you could buy the scrap? 
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A. To buy the scrap, and so that they could 
furnish it to us. : 

The Court: Does that conclude the collateral 
transactions ? 

Q. (By Mr. Marecussen): Did you testify about 
the Vaughan Motor Works? 

A. I have not yet. 

@. I mean on cross-examination ? 

A. J don’t think you asked me about it. We 
just mentioned it; that was all. 

Mr. Jones: I did. 

Q. (By Mr. Marcussen): What was the nature 
of the advances made to that company ? 

A. We advanced them several thousand dollars 
in the purchase of a mortgage that a party had on 
that company, and he had put the sheriff out there 
to close it up, and we bought the mortgage for them, 
and allowed the Vaughan Motor Works to open up. 
He had a $3,000.00 mortgage on this company, and 
we bought it for $2,000.00; and we charged the 
Vaughan Motor Works with the $2,000.00, although 
the party [262] wanted us to pay the original 
$3,000.00; we would not do it; and they paid us off 
with merchandise that they manufactured. 

Q. Manufactured merchandise that the Alaska 
Junk needed in its business? 

A. That is right. 

@. Were there any other advances made to that 
company ? A. That is the only one. 
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Q. What about the advances to Carlton Coast 
Liquidators? 

A. We advanced them it ge sums of money, and 
also equipment and supplies and things that they 
needed. 

Q. And the equipment and supplies were sold to 
them; is that right? 

A. Yes, that is right. 

Q. What was the money advanced to them for? 

A. Well, it was a terrific job, I mean, they had 
to have a lot of help, and it involved labor. We 
had bad luck in the weather, washouts of bridges, 
and so forth, and we had to advance money from 
time to time before the money started coming back. 

Q. Was that a corporation? A. No, sir. 

@. At the time the advances were first made, 
had any business been done by that company with 
Alaska Junk? 

A. Well, the company was not in existence until 
we formed the company. [263] 

Q. I see. Alaska Junk joined with other oper- 
ators to form that company? 

A. With Dulien Steel Products. 

Q. How much of an interest did Alaska Junk 
have in that? A. Fifty per cent. 

Q. Who had the other fifty per cent? 

A. Dulien Steel Products. 

Q. What was the purpose? 

A. To dismantle a logging railroad and logging 
camp; it was railroad equipment, locomotives, and 
logging cars. 
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Q. And did Alaska Junk receive that as scrap? 

A. No; that was carried as a separate venture; 
and whatever was sold went through the Carlton 
Coast books. 

Q. Was that operation substantially the same as 
the Alaska Junk operation insofar as the purchase 
and sale of salvage equipment was concerned, and 
so forth? 

A. No; this company just made that one pur- 
chase. 

Q. And was that one purchase of the same type 
as was ordinarily entered into by the Alaska Junk 
Company? That is what I mean. 

ms What is right. 

Q. Were there any other companies that you 
testified about? A. I don’t know. [264] 

Mr. Jones: Industrial Air. 

The Witness: I think we discussed that. 

Q. (By Mr. Marcussen): That corporation was 
formed by the Alaska Junk? 

A. Yes; and Morris Schnitzer. 

The Court: Are you through with these collat- 
eral matters? If you are, we will také a recess for 
lunch. 

Mr. Marcussen: I just wanted to ask him one 
more general question. 

The Court: Are you through with these collat- 
eral matters, because I don’t want to have to start 
over them again after lunch. 

Q. (By Mr. Marcussen): These advances, gen- 
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erally, consisted of advances for stock, where stock 
purchases were made, and advances that were made 
in the nature of materials, such as sales? 

A. That is right. 

Q. And they were made as advances for the pur- 
pose of financing a scrap operation or a salvage 
operation in which the company was interested; and 
then advances were made on mortgages and that 
sort of thing from time to time? 

A. That is right. 

Q. For any other purpose, that you can think of? 

A. We gave them either money or materials; 
that would cover it all. [265] 

Mr. Marcussen: I have no further examination 
along that line; but I would like to continue with 
the witness this afternoon. 

The Court: We will take a recess for luneh. 

Mr. Jones: What time shall we come back? 

The Court: Will two o’clock be all right? 

Mr. Jones: That will be all right. 

The Court: All right. We will recess one hour 
for lunch. 


(Whereupon, at 1:00 o’clock p.m., a recess 
was taken until 2:00 o’clock p.m., same day, 
same place.) [266] 


Afternoon Session 


The Court: As I understand it, the Respondent 
had not concluded his cross-examination at the re- 
cess ? 

Mr. Marcussen: No, I had not. 
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Whereupon, 


MANUEL SCHNITZER 
the witness on the stand at the time of the taking 
of the noon recess, called by and on behalf of the 
Petitioner, having been previously sworn, resumed 
the stand and testified as follows: 


Cross-Examination 


(Continued ) 
By Mr. Marcussen: 

Q. I think, in your direct testimony you made 
reference to cancellations of certain orders? 

A. Yes. 

Q. What was the cause of that cancellation? 

A. It was cancelled because we delivered a part 
of it, and the rest of it we were not producing fast 
enough, and we were running into difficulties. 

Q. Did you have any difficulty with your equip- 
ment and machinery ? A. Yes. 

Q. What items of machinery and equipment 
were you having difficulty with? 

A. Well, the mill motors were not running at 
the [267] right speed; it required different motors; 
they were too fast. 

@. Who supplied those motors? 

A. Those motors came with the mill that was 
purchased from the General Cable Corporation. 

Q. Who purchased them from the General Cable 
Corporation ? A. Morris. 

@. Was that purchased by Morris Schnitzer or 
the Alaska Junk, first? 
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A. I don’t recall; I think it is in the record; I 
know that he made the transaction; in whose name, 
I do not know. 

Q. Did he make it during the life of Oregon 
Steel? 

A. I don’t know whether he bought it before 
Oregon Steel was organized, or after; I think the 
record would show. 

Q. What other items of equipment did not func- 
tion properly? 

A. Well, that was an important part. Second, 
the rolls that we had gave us difficulty; the design 
of the rolls was not proper; they were not properly 
designed, and we did not have enough of them on 
time. 

Q. Were they used rolls or new rolls? 

A. They were new rolls. 

Q. Who were they supplied by? [268] 

A. Those were supplied by the United Engi- 
neering Works; they supplied most of them, and 
then there was a few purchased from other com- 
panies, but I don’t remember their names. 

Q. Do you recall your testimony yesterday when 
you were quoting the accountant of the company to 
the effect that the company could not afford to lose 
more than $125,000.00? 

A. Yes; not lose; I didn’t say we couldn’t afford 
to lose. We could not afford to invest in the Oregon 
Steel Rolling Mills. 

Q. More than $125,000.00? 
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A. That’s right. 

Q. i. accountant were you aeenine to? 

| Me *, Schnitzer. 

Q. _~ What Mr. Schnitzer? 

A. A cousin of mine; an accountant,—an ac- 
countant of the Alaska Junk Company. 

Q. By the way, is that a brother of Louis 
Schnitzer ? A. Yes; Mr. M. R. Schnitzer. 

Q. You testified also about efforts to secure 
eapital from other sources; what other sources? 
Do you know? 

A. <At which time are you talking about? 

Q. Well, any time during the process of organ-.- 
izing the Oregon Steel. 

A. Well, we were,—the one I referred to is to 
the R.F.C., after the $700,000.00 loan. [269] 

Q. After the loan was granted? A. Yes: 

Q. From whom were efforts made to secure capi- 
tal at that time? | 

A. We discussed that with Mr. Kennedy. 

Q@. You mean that efforts were made to secure 
additional money from the R.F.C.? A. Yes. 

Q. And what did Mr. Kennedy say? 

A. He didn’t think it would go through. 

Q. What reason did he give for that? 

A. Well, I don’t remember the reason; he said 
in his opinion it would not go through, and since 
Washington always referred the matter back to the 
head of the district it was in, it would take his 
recommendation to put it through. 
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Q. Did he say he would not give his recom- 
mendation ? A. That is right. 

Q. Did anybody discuss the reasons with him? 

A. I was not the one that did it; so I don’t 
know that I would know the reason for it. 

Q. You didn’t have any negotiations with him? 

A. No, I did not. 

Q. I would like to have you refresh your recol- 
lection carefully on this: was there any effort made 
to secure capital from other concerns? [270] 

A. Well, before the thing was organized we did 
discuss this with Dulen Steel Products. 

Q. What was the nature of those discussions ? 

A. Dulien Steel Products was supposed to go 
into a steel mill. 

Q. A steel mill, or Oregon Steel? 

A. Into a steel mill; we had not named it yet. 

Mr. Jones: I didn’t hear that? 

The Witness: Into a steel mill. 

Q. (By Mr. Marcussen): Was it this steel mill, 
regardless of whether or not it was named? 

A. This was the one that they were contem- 
plating, and then Dulen said he was not interested, 
that he was working on one of his own. In other 
words, it was a race, whether we would get in there 
first, or he. 

@. Were any efforts made to induce the Kaiser 
interests to get into this corporation, or to get 
money into this corporation ? 
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A. During October or November we were nego- 
tiating with them to sell the mill. 

Q. Had there been any negotiations with them 
about the possibility of them investing capital in 
the enterprise? 

A. The deal with them was for them to have it 
entirely. 

Q. Now, you said something about the profits 
that were [271] expected from this enterprise, and 
you mentioned a figure of $50,000.00? 


ie Oe, 
Q@. How did you identify that, annually or 
monthly ? A. $50,000.00 per month. 


Q. What basis did you have for saying that? 

A. The engineers, Arthur G. McKee gave us a 
schedule based on the cost of scrap, the price of 
electricity, labor, and so forth; and they gave us a 
quotaton of, I believe, around $30.00 per ton on the 
ingots, and $10.00 a ton on the production expense, 
which would make it $40.00; and the price at that 
time was around $52.00 to $60.00 per ton on finished 
steel, which was to leave us a profit of $10.00 per 
ton; and we figured it would produce from four to 
five thousand tons a month. 

Q. Did McKee figure you would produce that 


much, too? A. Yes. 
Q. So that you were to have profits around 
$600,000.00 a year? A. That’s right. 


Q. How long did the mill actually operate in 
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1943, while it was still under the Schnitzer-Wolf 
ownership ? 

A. We started making ingots, I believe, in June, 
—May or June,—and we started rolling at the end 
of August, and we rolled through September and 
a part of October. [272] 

Q. Now, were those simply test operations ? 

A. Well, we started to operate; I don’t know 
whether it was test operations. 

Q. Did you continuously melt ingots after you 
once started right on until the end of October? 

A. I don’t remember the time we started melting 
ingots. 

Q. You could not identify that at all? 

A. I think we stopped melting ingots about a 
week before we finished rolling. 

Q. When did you finish rolling? 

A. As I said, I think it was around the end of 
October. 

Mr. Marecussen: No further questions. 

Mr. Jones: I have one or two questions here. 


Redirect Examination 
By Mr. Jones: 

Q. Mr. Schnitzer, where was your chief market, 
or where were your chief markets for scrap in the 
United States prior to or well along in 1941, 1942 
and 1943? 

A. Our main customer was Seattle, Bethlehem 
Steel. 

Q. What was the freight rate between Portland 
and Seattle? A. Approximately $3.90 a ton. 
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Q. What has the steel mill effect in Portland 
been on the price of scrap? [273] 

A. The price was cheaper in Portland,—not 
exactly,—the full amount of the freight did not 
exactly show it. But there was a sort of compromise 
in the price, being about $1.50 a ton cheaper than 
it was in Seattle. 

Q. And since the steel mill, what has happened ? 

A. Same thing; steel, I would say, is exactly 
the same. 

Q. And your selling price? 

A. The selling price at Portland or Seattle is 
the same price. 

Q: If you sell, who pays the freight to Seattle? 

A. The mill, the Bethlehem Steel, pays the 
freight there. 

Q. Before this mill came in, what was the dif- 
ference? 

A. It was $1.50 to $2.00 lower than Seattle. 

Q. If I understand you right, the effect of the 
mill here has been to increase the price of serap 
by $1.50 or $2.00 a ton? A. Correct. 

Q. Do you know whether that was ever contem- 
. plated or thought of by the partners going into the 
steel mill? 

A. We knew that there would be a competition 
with the other steel mills, and we would have a 
stronger price. 

Q. Stronger price in Portland? A. Yes. 

Q. By ‘‘stronger,’’? what do you mean? 
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A. Higher price. [274] 
Q. By what amount? 
A. At least the difference in the freight. 
Mr. Jones: That’s all. 


Recross-Examination 
By Mr. Marcussen: 

Q. Didn’t you testify in the early part of your 
direct that the price differences were the same as 
they were with reference to the establishment of 
this mill? How do you reconcile that testimony with 
your answer ‘‘yes’’ to counsel’s statement that the 
price was actually increased? 

A. I don’t get your point. 

Q. If you don’t understand that, I would like 
to ask you now to just state in your own words how 
it was that the establishment of this mill had the 
effect of raising the price of scrap in Portland? 

A. Previous to 1941 or 1942, not counting the 
O.P.A. which had an area price, the Portland price 
was $1.50 a ton to $2.00 a ton less than the Seattle 
price. The Bethlehem Steel adjusted the freight 
costs to the price in Portland and Seattle; and in 
order to get the scrap in Portland, they must pay 
the same as the Portland price, which happens to 
be the Seattle price. 

Q. I thought you stated there was a differential 
of $1.50 a ton in 1942 between the Seattle and the 
Portland price? [275] A. There was. 

Q. Now you just stated, if I understand you 
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correctly, that now the prices are higher, because, 
you say, it is, 

A. (Interposing): Not higher than Seattle. 

Q. It is the same as Seattle? A. Yes. 

Q. Because Columbia Steel is now buying here ? 

A. Bethlehem Steel is now buying here in com- 
petition with the Oregon Steel Rolling Mills. In 
fact, sometimes they pay more than the local price 
in order to get it out of here. 

@. They have to pay the same price that is 
charged to Oregon Steel ? 

A. The same, and sometimes they pay more. 

Q. You set the price on what you charge to 
Oregon Steel? 

A. We don’t set the price; we try to get as much 
as we can; the mills try to pay as little as they can. 

Q. Have you given any account as to the differ- 
ence in price of steel for you as compared with 1942, 
when you mentioned the differential of $1.50 to 
$2.00 a ton, when Seattle had that advantage over 


Portland? A. We have a better market. 
Q. A much better market? Le Wesn(2a6) 
Q. Is that true all over the country? 


A. Yes, it is. 

Q. What is the price of steel? 

A. As a matter of fact, the market back east is 
better than it is in Portland. 

Q. What is the price of scrap steel that you are 
talking about? 
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A. Number one and two prepared is $26.00 per 
gross ton. 

Q. I think you testified it was from $10.00 to 
$12.00 a ton back in 1940 and 1942; is that correct? 

A. I believe that’s right. 

Mr. Mareussen: No further questions. 

The Court: You may stand aside. 


(Witness excused.) 


The Court: Call your next witness. 
Mr. Jones: I will call My. Margosian. 


Whereupon, 
LEON D. MARGOSTAN 


a witness called by and on behalf of the Petitioner, 
having been first duly sworn, was examined and 
testified as follows: 


Direct Examination 

By Mr. Jones: 
Will vou state your name to the reporter? 
Leon D. Margosian. [277] 
What is vour occupation, Mr. Margosian? 
Certified Public Accountant. 
How long have you been a Certified Public 
Accountant ? A. Since 1942; March. 

Q. Where did vou work in September 1942 up 
to December 1943? 

A. At the Oregon Steel Mills; Oregon Electrie 
Steel Rolling Mills. 

Q. You may call it the ‘‘Oregon Steel”? in your 


OPrOre 
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testimony. You worked for them from September 
1942 to December 1943? A. That’s right. 

Q. What were your duties there? 

A. I was office manager; chief accountant. 

Q. After you left there, where did you go to 
work? A. Alaska Junk. 

Q. How long did you work there? 

A. Until September of 1945. 

Q. What were your duties at the Alaska Junk? 

A. Office manager and chief accountant. 

Q. How long have you been engaged in book- 
keeping or accounting practice? 

A. Since 1936. 

Q. Are you a graduate of some school of account- 
ing? [278] 

A. I graduated from a business school back east, 
and I also took accounting courses in Northeastern 
University in Boston, and went for two years to 
the City College of New York where I studied ac- 
counting. 

Q. You studied accounting in those schools? 

A. Yes. 

Q. What company did you work for prior to 
working for Oregon Steel? 

A. Immediately prior to that, I was with the 
Oregon State Tax Commission, and prior to that 
I was with Price Waterhouse in Portland. 

How long were you with Price Waterhouse? 
Approximately one and one half years. 
What is the business of Price Waterhouse? 
Certified Public Accountants. 


POPS 
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Q. Is that their sole business? A. Yes. 

Q. Asan employee of Price Waterhouse, did you 
ever make an audit, an independent audit, of any 
of the Alaska Junk Company books or any sub- 
sidiary of the Alaska Junk Company ? 

A. Not as an employee of Price Waterhouse. 

Q. Did you ever work for any of the subsidiaries 
of Alaska Junk? 

A. Shall I say I worked for an affiliate of the 
Alaska [279] Junk Company. 

Q. Will you explain? 

A. In the summer of 1941, during the slack sea- 
son at Price Waterhouse, I was sent to Alaska Junk 
Company to make an audit of Plumbing and Heat- 
ing Sales Company. Based on the findings of my 
audit, I was placed on the Alaska Junk payroll for 
approximately ten weeks while I cleaned up the 
affairs of the company and liquidated it. 

Q. During your duties with Oregon Steel, did 
you ever prepare any vouchers to be paid with 
R.F.C. funds? 

A. Yes; they were all prepared by myself or at 
my direction. 

Q. Did vou ever in any of the vouchers that you 
prepared include charges made by the company 
against Alaska Junk? A. Yes. 

Q. What was the action of the R.F.C. with re- 
spect to those charges? 

A. Some of them they approved; and some they 
disapproved. 
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Q. Were some payments made then? 

A. Some payments were made during the period 
when the mortgage funds were being disbursed. 

Q. There has been some testimony about a Mr. 
McGonigle. Do vou know who he was? [280] 

A. Mr. McGonigle was the engineer assigned by 
the R.F.C. to supervise the disbursements of the 
R.F.C. mortgage funds and to see that the construc- 
tion of the mill facilities was made in accordance 
with the standards desired by the R.F.C. 

Q. Who was the person that disallowed some of 
the claims that were made? 

A. Mr. McGonigle was what we call the sole 
arbiter as to any funds that would be disbursed by 
the R.F.C.; that is so far as I was concerned. 

Q. Do you know whether they had any difficul- 
ties there while you were there with respect to 
production ? A. Yes. 

Q. Just in a general way, what was the trouble? 

Mr. Marcussen: I’! object to that, if your 
Honor please, on the ground that this witness is 
not qualified. He is an accountant. 

The Court: He may know; I will overrule the 
objection. 

A. Was that question in connection with pro- 
duction ? 

Q. (By Mr. Jones): Well, what general oper- 
ating difficulties were there? 

A. Well, I think the greatest difficulty in con- 
nection with the whole operation was with the con- 
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struction of the plant, and that was primarily 
because of the incompetence of [281] the engineers 
who were employed, in the first place, aggravated 
by the difficulties to obtain and secure materials 
during the early stages of the war when every firm 
was trying to get these materials. 

Q. Do vou know what the original final esti- 
mated cost was? A. The original? 

Q. You had several preliminary surveys, and 
then vou started construction on a final set of 
figures. 

A. The estimate that was used during the con- 
struction of the plant was prepared by McKee, and 
1 think that was used by the R.F.C. in disbursing 
their funds. 


(A document was marked Petitioner’s Ex- 
hibit No. 34 for identification. ) 


Q. (By Mr. Jones): I am just about to hand 
vou an exhibit, which the Clerk is marking as Peti- 
tioner’s No. 34. I will ask you if the papers there 
are in the right order (hands document to witness). 

ee, 

The Court: If the witness has not stated what 
the paper is, if there is some way of describing it, 
it should be in the record. 

Q. (By Mr. Jones): This exhibit for identifi- 
cation No. 34, who prepared [282] that? 

A. I did. 

@. What is it? 
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A. It is a memorandum schedule prepared by 
me showing the actual cost of the plant facilities 
in comparison with the estimated cost of the plant 
facilities as taken from the records. 

The Court: It shows a comparison of the esti- 
mates of what it would cost and what it did actually 
cost ? 

The Witness: Yes. 

The Court: The Oregon Steel plant? 

The Witness: Yes. 

Q. (By Mr. Jones): Are these in your hand- 
writing ? A. Yes. 

Mr. Jones: I will offer this in evidence as Ex- 
hibit 34 of the Petitioners. 

My. Marcussen: I have a question about it, your 
Honor. 

The Court: All right. 

Mr. Mareussen: When did you prepare this? 

The Witness: ‘That was about the time shown 
as the date on those schedules, September 23, 1943. 

The Court: September 23, 1943? 

The Witness: That is right. [283] 

Mr. Marcussen: Prepared while you were at the 
Oregon Steel Mills? 

The Witness: Yes. 

Mr. Marcussen: When was the last time you 
saw it? 

The Witness: Well, I gave it to the attorney. 

Mr. Mareussen: When? 

The Witness: Last week. 
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Mr. Marcussen: In response to his request? 

The Witness: No, I volunteered it; I thought it 
might have some bearing on the .case. 

Mr. Marcussen: Where did you get it? From 
what source did you get it? 

The Witness: Those schedules were prepared by 
me at the time when they were considering amend- 
ing the certificate of necessity. 

Mr. Marcussen: Where? 

The Witness: In September of 1948. 

Mr. Marenssen: Where did you get it when you 
gave it to counsel? | 

The Witness: I had it in my possession. 

Mr. Marecussen: How did you come to have it 
in your possession, if this document was prepared 
for Oregon Steel? 

The Witness: When I left Oregon Steel, I took 
a folder containing my personal papers, and this 
happened to [284] be in there, entirely without my 
knowledge. 

Mr. Marcussen: Is there a copy of this at Ore- 
gon Steel? Was a copy of this submitted and pre- 
pared at Oregon Steel? 

The Witness: They have a copy of the figures 
of the original estimate, and, of course, they have 
figures on the actual cost. 

Mi. Mareussen: J am asking you, do they have 
a copy of this doeument? 

The Witness: No; that is the original and only 
document. 
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Mr. Mareussen: Did you prepare this for Ore- 
gon Steel in 1943? 

The Witness: Yes. 

Mr. Marcussen: At whose request for Oregon 
Steel ? 

The Witness: At the request of Mr. Wolf and 
Mr. Schnitzer. 

Mr. Marcussen: Is this the very copy that you 
prepared for them? 

The Witness: Yes. 

Mr. Marcussen: Did you get this and present 
this to Oregon Steel, these very papers here? 

The Witness: No; they were never presented to 
them. . 

Mr. Marcussen: Why not? 

The Witness: Because shortly after, they in- 
structed [285] me to prepare a revision of the cer- 
tificate of necessity,—I will change that. Shortly 
after they instructed me to prepare a revision of 
the certificate of necessity, they discarded the idea 
of revising, and decided to sell the mill without 
eoing through the trouble of changing it. 

Q. (By Mr. Marcussen): Did you notify them 
that you had prepared it? 

The Witness: They knew I had prepared it. 

Mr. Marcussen: They said they were not inter- 
ested in it, ‘‘just keep it’’? 

The Witness: Well, so far as these particular 
papers were concerned, [ told them I had prepared 
them, and they said they would not be needed. 
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Mr. Marcussen: Where have they been all the 
time ? 

The Witness: They have been in my personal 
file. 

Myr. Marcussen: Were they folded like that in 
the personal file (indicating) ? 

The Witness: Yes. 

Mr. Marcussen: By that, I mean these folds 
here (indicating) ? 

The Witness: Yes. No, I folded them that way 
and put them in my pocket when I brought them 
here to Mr. Jones. 

Mr. Marcussen: Did you make any use of them 
in 1943? 

The Witness: I made them just to show the in- 
crease over the original estimate; it shows it down 
to a penny, [286] $366,000.00. 

Q. (By Mr. Jones): I want to ask you a few 
questions before I continue my offer. The figures 
on this, where did you get them? 

A. They were taken from the ledger of Oregon 
Steel. 

Q. You know they are correct transcriptions of 
the figures ? A. Yes. 

Mr. Jones: I offer this in evidence, your Honor. 

The Court: Is there any objection ? 

Mr. Marcussen: I don’t think it is duly authenti- 
cated; it is not a document produced in the ordinary 
course of business. It was not produced by Oregon 
Steel. 
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The Court: I will overrule the objection and 
admit the document in evidence. 


(The document heretofore marked Petition- 
er’s Exhibit No. 34 for identification, received 
in evidence. ) 


Q. (By Mr. Jones): How much does the ex- 
hibit show that the steel mill cost over the estimate ? 

A. Well, the plant facilities,—— 

The Court: What do the figures show, the total 
figures; isn’t that the question ? 

Mr. Jones: I asked him how much the cost of 
the mill [287] was above the estimate. 

The Couft: <All) right. 

A. $366,646.10. 

Q. (By Mr. Jones): I am handing you Peti- 
tioner’s Exhibit 19, and ask you if you prepared 
that (hands document to witness) ? 

A. Yes. 

Q. Now, I call your attention to the heading on 
the lability side of this balance sheet called ‘‘Ad- 
vances from Stockholders $457,825.47,’’ and ask you 
to explain what enters into that figure? 

A. ‘Those represented accounts payable to affil- 
lates. 

Mr. Mareussen: Just a minute. The Respondent 
objects and moves that the answer be stricken on 
the ground that the balance sheet speaks for itself, 
because it is termed ‘‘ Advances by Stockholders. ”’ 

The Court: Did the witness have anything to 
do with the preparation of the balance sheet? 
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The Witness: I prepared it. 

The Court: Do you know where the figures came 
from that went into the balance sheet? 

The Witness: Yes. 

The Court: I will overrule the objection. 

Q. (By Mr. Jones): Will you kindly explain 
that one item there? [288] i 

A. Advances from Stockholders represented 
loans and accounts payable to the affiliates. 

Mr. Mareussen: I will object to a characteriza- 
tion of the loans on the ground that it calls for a 
conclusion of the witness. 

The Court: I will overrule the objection. 

The Witness: To affihates and stockholders of 
Oregon Steel. 

Q. (By Mr. Jones): And who were they? 

A. Alaska Junk, and Industrial Air, Schnitzer 
Steel Products, and possibly Central Supply Com- 
pany; as to the last one, [ am not sure. 

Q. Why was not that included above under the 
heading of ‘‘Current Liabilities’’? 

A. Well, it is customary accounting procedure 
to set aside amounts due stockholders and affiliates, 
and show them apart from the current liabilities of 
the concern. 

Q. I am handing you Petitioner’s 17, and ask 
you if you recognize what that exhibit is? (Hands 
document to witness.) 

A. That is the open account of the steel mill 
with the Alaska Junk. 
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Q. Is that account and the transactions shown in 
this account, or, rather, the balance shown on this 
account [289] represented: in this figure of $457,- 
825.47 on the balance sheet? A, Yes. 

Q. By the ‘‘balance sheet’’, I mean Exhibit 
No. 19? A. Yes. 

@. J am handing you Petitioner’s 16; what is 
that? 

A. That is the Oregon Steel ledger account with 
Schnitzer Steel Products Company. 

Q. Is the balance shown on Petitioner’s 16 as 
of the date of this balance sheet, as shown in this 
figure on the balance sheet, $457,825.47 ? 

The Court: What exhibit is that? 

Mr. Jones: On Exhibit 19, the balance sheet. 

Q. (By Mr. Jones): Is that figure included in 
here (indicating) ? A. Yes. 

Q. Now, when I mentioned a moment ago the 
balance on Exhibit 17 being included in the figure 
last mentioned on Exhibit 19, I meant the balance 
of October 31. Is that the balance that you referred 
to (indicating) ? A. Yes. 

Q. J am handing you Petitioner’s 19, and I 
will ask you if you recognize that ? 

The Court: That ‘is the same one you had be- 
fore? 

Mr. Jones: No, this is Petitioner’s 18. [290] 

The Court: You said it was Petitioner’s 19. 

Mr. Jones: I beg your pardon. I meant Peti- 
tioner’s 18. 
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Q. (By Mr. Jones): JI am handing you Peti- 
tioner’s 18 and I will ask vou if you recognize that? 

ow Y es. 

Q. What is it? 

A. This is the Oregon Steel ledger scrap account 
with the Alaska Junk Company. 

Q. I inquired whether the figure represented by 
that account on Exhibit 18 1s included in the figure 
of $457,825.47 on Exhibit 19? A. Yes, sir. 

Q. Now then, you mentioned a couple of other 
companies that may have had balances included in 
this figure of $457,825.47 on Exhibit 19. What com- 
panies are those? A. Industrial Air Products. 

Mr. Marcussen: Just a moment. The Respond- 
ent objects to this on the ground that the testimony 
now being elicited is contrary to the evidence stip- 
ulated in the case for the entire balances of Alaska 
Junk and Morris Schnitzer; it is stipulated in this 
case. 

Mr. Jones: I see no inconsistency; these figures 
do not add up to that amount; we can add them up. 
I will [291] withdraw the question. 

The Court: Are there any other questions? 

Mr. Jones: Yes, your Honor. 

Q. (By Mr. Jones): How soon after the end 
of each month did you ordinarily have the balance 
sheets out? A. Usually about the 15th. 

@. Now, there is $190,000.00, roughly, shown on 
this balance sheet-—— 

The Court: Balance sheet in what exhibit? 
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Mr. Jones: The balance sheet in Exhibit 19. 
It is Accounts Payable, $190,684.06. 

Q. (By Mr. Jones): Do you know whether or 
not any obligations to the Alaska Junk Company or 
Morris Schnitzer is represented in that figure ? 

A. There are no obligations shown either to 
Alaska Junk or Morris Schnitzer represented in 
this $190,000.00 on accounts payable. 

Q. As shown on Exhibit 19? 

me that is right. 

Q. When you were at the Alaska Junk Company 
as a bookkeeper, did you keep the accounts of the 
Carlton Coast Liquidators ? A. Yes. [292] 

Q. And of Central Supply ? 

A. No, sir. During the first year I was there I 
supervised the accounting of Central Supply and 
prepared the monthly financial statement. 

Q. My question was, did you keep the account, 
or did you supervise the account on the Alaska 
Junk Company’s books of Central Supply? 

A. Accounts Receivable and Payable, yes. 

Q. That would be the same with the Marsh- 
field Bargain House? A. Yes. 

Q. And Industrial Air Products? A. Yes. 

Q. And what was’ the Plumbing and Heating 
Sales Company? Was it operating then? 

A. No, sir; that was liquidated in 1941. 

Q. You did keep those accounts when you were 
there ? A. Yes. 

Q. Did you keep accounts with such concerns 
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as Max Turn, Munce and Pedrante, Emil Nyberg, 
P. Pedrante, and Medford Bargain House? 
A. Some of the names are familiar; some of 
the names we didn’t have on the books. 
Q. At that time? A. At that time. [293] 
Mr. Jones: You may cross-examine. 


Cross-Examination 
By Mr. Marcussen: 

Q. When did you first become a C.P.A.? 

A. Mareh, 1942. 

Q. Are you a graduate of any college? 

Mr. Jones: Before you go on, there is one ques- 
tion I would like to ask. 

Mr. Marcussen: All right. 

Mr. Jones: What was the difference in the con- 
dition of the company’s activities between Novem- 
ber 1, 1943 and November 26, 1943? Was there 
much activity? What was the situation there? 

The Witness: The mill was completely shut 
down, and the only section operating was the ac- 
counting section preparing the information re- 
quired for closing the books of the steel company. 

Mr. Jones: Would this balance sheet here of 
Exhibit 19 reflect substantially the condition as it 
existed on November 26? 

The Witness: Yes, sir. 

Myr. Jones: That is all. 

Q. (By Mr. Marcussen): Are you a graduate 
of any college? A. No, sir. [294] 

Q. I take it you have finished high school? 


Commissioner of Internal Revenue 213 


(‘Testimony of Leon D. Margosian.) 

A. I finished high school; two years of business 
college; one and one-half years at Northwestern 
University at Boston; and two years in night ac- 
counting courses at the College of the City of New 
ork. 

Q. What business college did you attend? 

A. Baker College of Worcester, Massachusetts. 

@. Were you a junior or senior accountant at 
Price Waterhouse ? 

A. Semi-senior when I left. 

Q. You had been a semi-senior for how long? 

A. I: would say approximately three or four 


months. 
Q. Prior to that, you were a junior? 
A. Yes. 


@. What were your duties as junior? 

The Court: Counsel ought to know better than 
to go into details like that; there is too much to be 
done in the trial on the merits of a ease like this. 

Mr. Mareussen: Very well, your Honor. 

Q. (By Mr. Marcussen): When did you say the 
mill first began operation ? A. I did not say. 

Q. Do you know? 

A. The mill began operating progressively, you 
might say; they started the furnace department 
some time in June, [295] and they operated that 
intermittently for several months before they had 
that going continuously. And then they had the re- 
heating furnace operating; further than that, they 
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had the roughing rolls; and the second breakdown 
rolls, and finally the finished rolls. 

Q. Can you fix the date approximately when 
they finally began producing finished steel? Can 
you fix the date of the functioning of these opera- 
tions that you mentioned ? 

A. I would assume the furnace department 
began operating some time around June; and the 
rolling mill began operating the latter part of 
August or the early part of September. 

Q@. Now, what materials were necessary to op- 
erate the rolling mill? 

A. Ingots heated to a temperature necessary to 
produce the plasticity for breaking or reducing the 
size of the ingots to a finished product size. 

Q. When did the furnace start operating? 

A. As I stated, I believe the furnace department 
began operating some time in June. 


@. Where were the ingots heated ? 

A. In the reheating furnace. 

Q. When were they ready for operation? 

A. Iwould say some time in August. 

Q. These ingots that you are speaking of—are 


you speaking of steel ingots? [296] A. Yes. 
@. Where did the mill obtain the steel ingots? 
A. ‘They made the ingots. 
Q. They made them? A. Yes. 
Q. What materials are necessary to make steel 
ingots ? 
A. They require scrap; the require the ingredi- 
ents which they mix into the scrap while in the 
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furnace to produce the necessary chemical compo- 
sition, including coke and several non-metallic 
elements. 

Q. When was the rolling mill finally ready to 
sta1t? 

A, <As I stated, it was some time in August. 

(). Did the mill get all the scrap they needed 
from sources in Portland or elsewhere ? 

A. Yes; they had a good supply of scrap and 
other materials necessary for operation when they 
were required. 

Q. You stated that it is customary in setting 
up balance sheets to state advances of stockholders 
separately. Do you know whether that, or the rea- 
son for that custom is based on some sound account- 
ing reason ? 

A. Well, primarily to show creditors and inter- 
ested people, without looking at a balance sheet 
what the amount is owing to people who are in- 
terested in a particular firm. 

Q. Why is it important from an accounting point 
of view [297] to reveal that information ? 

A. Well, for one thing, it would more properly 
reflect your current asset ratio, and for another 
thing it would appraise any interested people what 
the amount owing from or to a company is by peo- 
ple interested in that firm. 

Q. What effect does it have on the current asset 
ratio that you are talking about? 
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A. If it were included in current habilities, it 
would increase the current liabilities, of course. 

Q. I am merely asking for an explanation of 
that statement; what effect would it have on the 
current asset ratio? 

A. The effect, of course, would be to increase the 
current asset ratio of the advances where included 
in current liabilities. 

Q. Can you state how the current asset ratio is 
computed? Will you state that? 

A. Yes; the current asset ratio is the ratio be- 
tween current assets and your current liabilities. 

Q. Were those advances by stockholders, were 
they current assets ? 

A, Advances of the stockholders? 

Q. No. I beg your pardon. They were a labil- 
ity. Were they current liabilities ? 

A. Not in the balance sheet sense of the word; 
they might be considered so for all practical pur- 
poses, however. [298] 

@. And if they were so considered for all prae- 
tical purposes, you should have listed them, 
shouldn’t you, Mr. Margosian ? A. No, si 

Q. Why not? 

A. Well, as I mentioned before, the customary 
accounting procedure always, or at least in the ac- 
counting textbooks that I have come in contact 
with, advise that these sums be shown in a separate 
part of the liability section of the balance sheet. 

Q. Yes, and you stated also that it would have 
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some effect on the current ratio—the current asset 
ratio? What is that effect, again? 

A. I said, if it were included in the current 
habilities it would have an effect upon the current 
asset ratio. 

Q. Didn’t you say that they were current ac- 
counts payable and current liabilities ? 

A. I said, for all practical purposes. 

Q. What do you mean ‘‘for all practical pur- 
poses’’? 

A. Well, for practical purposes, you might say, 
so far as the man on the strect is concerned. 

Q. And who is the man on the street ? 

A. The man on the street—for one thing, the 
owners of the company who wanted to know this, 
they wanted to know how much the affiliated con- 
cerns had due them from the steel [299] mills. If 
that were included in the current liabilities, that 
would have been probably hidden and probably 
overlooked. 

Overlooked by whom ? 

By the owners of the firm. 

By the owners of the firm? 

Perhaps ‘‘overlooked’’ is the wrong word. 
The owners of what firm ? 

The Oregon Electric Steel Mill. 

Who were they? A. Who were they? 
They were the stockholders of Alaska Junk? 
Stockholders of Alaska Junk? 

Stockholders of Oregon Steel, but didn’t 
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Alaska Junk have an account on the books showing 
what was owed by Oregon Steel. 

A. That is right. 

Q. They didn’t depend on the balance sheet to 
find that out. 

A. No, but when the stockholders came in and 
asked me for a balance sheet, it might be much 
easier for them to find that figure if I set it apart. 

@. And what justification is there for putting 
that item down as ‘‘Advances By Stockholders,” if 
it is not a current hability? Why wasn’t it put 
down as ‘‘Advances by Stockholders’? among the 
‘current liabilities’’? [300] 

A. As a certified public accountant, I ap- 
proached my balance sheet preparation in connec- 
tion with what I had been doing, and I think you 
will find, if you go to any textbook in accounting, 
that advances are generally shown apart from cur- 
rent liabilities, in a separate section of the liability 
section of the balance sheet. 

Q. If they are current labilities, what justifica- 
tion is there for excluding them from habilities, 
and then stating them separately as advances from 
stockholders ? 

A. They could have been placed in there the 
other way, but this is, I think, the proper way. 

Q. Should they not have been placed under cur- 
rent liabilities accounting to good accounting prac- 
nGe” A. No, sir. 

@. What basis would there be for not placing 
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them among the current liabilities, if that is what 


they were? 
A. I thought I was following good accounting 
procedure. 


Q. What is the purpose of good accounting pro- 
cedure ? 

A. To reflect the financial position at any given 
time. 

Q. That is it exactly. If they are current liabili- 
ties, and if they are not listed as such, it will not 
tell the public accurately just what the situation is? 

A. No, siz. 

Q. Isn’t that correct? [301] jae ING, Sie. 

Q. Why isn’t it correct? 

A. Anybody who is interested enough in a bal- 
ance sheet enough to look at it will want to ask 
questions concerning the various items. 

Q. They will want to know how much the stock- 
holders have advanced to the corporation, won’t 
they? A. That is right. 

Q. Is there any reason why you should not place 
that item, also, among the current assets—— 

A. Current liabilities, you mean ? | 

Q. Yes, that is what I mean; current liabilities. 
Is there any reason why they should not be placed 
amongst the current liabilities if they were such? 

A. JI don’t follow your question. 

Q. You have the advances from stockholders 
set below the current labilities, as a separate item. 
Could they, or could they not have been listed under 
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“‘current liabilities’’ as ‘‘advances from stockhold- 
ers’’? A. They could have. 

Q. And if they were current liabilities, that is 
where they should have appeared ? 

A. No, sir. I think we are kind of beating 
around the bush. As I told you before, I considered 
them in the nature of current habilities. I wanted 
to show a proper segregation [302] on the balance 
sheet, and so I set it apart. 

@. Mr. Margosian, isn’t every one of these items 
set forth separately under ‘‘current habilities,’’ so 
far as the amounts and the characterization there 
is concerned; aren’t they set forth separately? 

A. Well, in one sense, that is true; but im my 
opinion, that would not be under the proper head- 
ing. . 

Q. It would not be under the proper heading if 
vou put them under ‘‘current liabilities,’’ that is, 
the advances from stockholders; but isn’t that ex- 
actly what they are, current liabilities ? 

A. I don’t think it would be good accounting 
procedure, as I told you before. 

Q. You think it would be improper, as an ac- 
countant ? A. Yes. 

Q. Well, I am shocked somewhat at that state- 
ment. I know something about accounting, and I 
never heard of it. 

Mi. Jones: I move the court that the remark 
be stricken. 

The Court: It will be stricken. Counsel will con- 
fine himself to questions instead of comments. 
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Q. (By Mr. Marcussen): What is a current 
liability ? 

A. A eurrent lability is an amount owing an 
outsider of the company for amounts which are due 
and payable within [303] the current year. 

Q. Did you say that were due and payable 
within the current year ? 

A. Well, at the time the question was indetermi- 
nate. 

Q. If it was indeterminate, how would they be 
eurrent liabilities ? 

A. Because the owners expected them to be paid 
some time in the future, but I didn’t know whether 
it would or would not be within a year, or what 
part would be paid within a year, or what part 
would be longer than a year. 

Q. Well, if that is the case, you wouldn’t put 
them under ‘‘current liabilities’’. Is that the rea- 
son? 

A. Well, if it had been an outside firm, vou 
would determine which part of that amount would 
be payable within a year and which part of the 
amount would be included in current liabilities, and 
the rest would be shown under fixed habilities. 

Q. By “‘payable within a year,’’ you mean pay- 
able by what standard ? 

A. Idon’t follow the question. 

Q. Who determines whether it is payable within 
a year? 

A. Usually by agreement between the parties. 
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Q. Did you ascertain what the agreement was 
between the parties? 

A. Well, I had discussed it with them from time 
to time. [3804] 

Q. And what did they say? 

A. They expected it to be paid as soon as the 
mill was in operation. That is, periodic payments 
were to be made against that account after the mill 
went into operation. 

Q. And that is ‘the balance sheet of October 1, 
1943? A. Yes. 

Q. And they had barely been in operation 2 

SOSS. 

Q. And on this balance sheet are items that had 
been advanced over a period of two years; isn’t 
that true? A. Yes. 

@. Now, does this current asset ratio have any- 
thing to do with the working capital of a corpora- 
tion? A. Yes. 

Q. What is the working capital of a corpora- 
tion ? 

A. The working capital of a corporation is the 
excess of the current assets over current liabilities. 

@. You mentioned the current asset ratio. What 
is your experience as an accountant with the eur- 
rent asset ratio of an ordinary manufacturing plant 
hike this usually is? 

A. Well, a ratio of two to one, would be desir- 
able; one to one would probably be all right. 

Q. One to one would be all right for what kind 
of an operation ? 
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A. You could get by with it. [805] 

Q. That would mean that the current assets— 
that would mean that your current liabilities that 
are payable within a year are equal to your current 
assets ? A. Yes. 

Q. You would have no working capital if the 
ratio were one to one? A. That is right. 

Q. No working capital at all? 

A. That is right. 

@. And if these advances to stockholders were 
‘included among the current habilities, you would 
have an unfavorable current asset ratio, wouldn’t 
you? A. Yes. 

(. That is to say, the ratio by which current 
liabilities are less than current assets—by which’ 
the current liabilities are greater than the current 
assets ? A. What do you mean? 

Q. That is to say, the ratio by which your cur- 
rent liabilities are greater than your current assets, 
in that case the ratio would be less than one to one? 

A. That’s right, if it is so shown. 

@. In other words, an inverse current asset 
ratio. Now, you mentioned a number of accounts, 
or a number of accounts were recited to you by 
counsel for the Petitioners here, including Central 
Supply, Marshfield Bargain House, [806] Indus- 
trial Air Products, M. Turn, Munce and Pedrante, 
Nyberg, R. Pedrante, and a number of others. You 
stated that some were on the books and some were 
not. 
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A. In other words, we had no account dealing 
with some of those at the time I was there. 

@. At the time you were there, that was Sep- 
tember, 1943 to 1945? 
No; it was December 1948. 
And up to when? T’o September ? 
September, 1945. 
What ones were on the books at the time? 
Excuse me; that was 1946; September 1946. 
You were there then. What was the time? 


OPoror 


Three years, approximately ? 

A. IL was there in 1944, 1945—about two and one 
half years. 

@. And what would be the first of those ae- 
counts? Do you reeall ? 

A. No, I don’t recall the first. 

Mr. Marcussen: Do you have it, Counsel? 

Mr. Jones: What was that? 

Mr. Marcussen: The ones mentioned by the pre- 
vious witness, Central Supply, and then there was 
Industrial 

Mr. Jones: Industrial Air? 

Mr. Marcussen: There was another one that had 
some [3807] connection with ‘“‘Industrial’’. 

Mr. Jones: ‘‘Industrial Air’’ is the only one 
with that name. 

Q. (By Mr. Marcussen): Referring to the ones 
mentioned by counsel, which ones were on the books 


when you were there and which ones were not? 
Mr. Jones: JI am going into that in detail with 
one of the witnesses. 
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Mr. Marcussen: If your Honor please, that 
being the case, I will forego cross-examination on 
that point. 

Q. (By Mr. Mareussen): Referring to the ac- 
counts shown on the balance sheet, and going back 
to the question of the accounting textbook which 
you said it would be advisable to set forth the ad- 
vances of stockholders separately, that did not say 
not to put them in the current habilities, did it, if 
they actually were current liabilities ? 

A. It has been a long time since I looked at a 
textbook, sir, but I think Montgomery’s Auditing 
Practice and Procedure might have something on 
that. 

Q. Could you produce that book in court and 
show it to the judge ? 

A. I don’t have it with me, but I have it at 
home. 

Q. You do have it at home? [308] 

A. Yes. 

Q. If this trial goes on tomorrow, which I think 
it will, will you produce that book ? 

A. Maybe we can have the attorneys bring it in. 
I had hoped I would not have to be here tomorrow. 
I am supposed to be in Salem. 

Q. I would like to interrogate you about that. I 
want to be sure that we understand you on that 
point. Will you kindly produce it? 

A. You wish me to be here tomorrow ? 

Q. Yes, indeed, for further cross-examination 
on that point. 
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Mr. Jones: Perhaps you would do it tonight; 
perhaps he would come back after he leaves the 
stand, so that he can go home this evening. 

Mr. Marecussen: I have no objection to that; if 
he comes tonight, that would be quite satisfactory. 
IT have no further questions of the witness. - 

The Court: Does the Petitioner have any ques- 
tions ? 

Mr. Jones: Only this; I would like to offer the 
tax return, because I think the witness has pre- 
pared one, and we might use him to put that in. 


Redirect Examination 
By Mr. Jones: 

Q. Did you prepare the 1943 return for Alaska 
Junk? [309] 

A. I prepared the 1943 return, yes. 

Mr. Jones: May we have the returns for 1948 
and 1942? 

Mr. Marcussen: For whom? 

Mr. Jones: For Alaska. I served notice on you 
for the years 19438 and 1942, for the Alaska part- 
nership return. 

The Court: I think we might take a little recess 
while they are searching. 


(Recess. ) 


Mr. Jones: I should hke to offer in evidence 
the 1942 and 1948 tax returns as our next exhibit. 

The Court: Are you making them a single ex- 
hibit? Or two exhibits? 
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Mr. Jones: Separate exhibits. 

The Court: No. 35 is the partnership return for 
what year? 

Mr. Jones: Tetitioner’s 35 would be the 1942 
tax return; and Petitioner’s 36 would be the 1943 
return. I offer them in evidence. 

The Court: Is there any objection ? 

Mr. Marecussen: No objection. 

The Court: They will be received and so 
marked. 


(The documents above-referred to were re- 
ceived in evidence and marked as Petitioner’s 
Exhibit No. 35 and No. 36.) [310] 


Mr. Jones: Are these the returns or copies? 

Mr. Marecussen: ‘They are the original returns. 

Q. (By Mr. Jones): Are you employed by the 
Alaska Junk Company now? 

A. No, sir; I am practicing for myself, in 
Salem, Oregon. 

Q. How long have you been there ? 

A. One and one-half years. 

Q. I would like to ask you also about one item 
on Exhibit 17. There is an entry of Mareh 31, 
1943, which reads, ‘‘to record debentures 11/30/42.”’ 
Ts that your handwriting? Did you make that rec- 
ord? A. No; that was made by our bookkeeper. 

Q. Under whose supervision ? 

A. Under my supervision. 

Q. What does that. ‘'11/30/42”’ indicate ? 
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A. At the time it referred to the date on which 
the debentures were issued, and I made this nota- 
tion on the journal to that effect. 

Q. Had you seen the debentures at the time it 
was recorded, personally, the physical debentures? 

iy ING 

Q. About when would the November balance 
sheet have been available? 

A. I did not prepare—we did not prepare the 
November balance sheet. 

@. There was a November balance sheet—— 

The Court: Of what year? 

Mr. Jones: 1943. 

The Witness: Of 1942, do you mean ? 

Q. (By Mr. Jones): That entry was made in 
1943, was it not (hands document to witness) ; but 
this was November 1942 down there (indicating). 
The entry shows it was made March 31, 1943, but 
on the entry it reads, ‘‘to record debentures issued 
11/30/42.’’ And my question is, what does that 
11/30/42 mean? 

A. In the light of my knowledge at the time of 
the entry or at the present time? 

@. No; at the time of the entry. 

A. At the time of the entry I thought the deben- 
tures had been actually issued as of that date. 

(). Had you ever seen the debentures? 

A. No, sir. 

Q. I mean, at the time of the entry. 

A. Nor 
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Q. Ov at the time the entry was made, you said 
it was not made by you personally ? 

A. That is right. 

Q. Now, do you know whether there was a 
balance sheet made for 11/30/42? [312] 

ENO, sir. 

@. Was there or was there not? 

A. There was not. 

Q. So, whether or not that is the correct date 
of the debentures, at least you thought it was at 
the time you had the entry recorded ? A. Yes. 

Mr. Jones: That’s all. 

The Court: Are there any further questions by 
the respondents ? 

Mr. Marecussen: Yes; just a question or two. 


Reeross Examination 
By Mr. Marcussen: 

Q. You have just discussed this entry that you 
were examined about, Mr. Margosian, of Novem- 
ber 30, 1942. Was that incorrect? 

A. The date the debentures were issued was 
different from that November 30 date. 

Q. So the November 30, 1942 date is incorrect; 


is that right? A. Yes. 
Q@. Do you know when the debentures were is- 
sued? A. I talked to 


Q. (Interposing) Do you know? 

A. I do not know the exact date; no, sir. [313] 
The Court: Does the stipulation show it? 
Mr. Jones: The stipulation shows the date. 
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Mr. Marcussen: I have no further questions. 
The Court: You may stand aside. 


(Witness excused.) 


The Court: Call your next witness. 
Mr. Jones: I will call Mr. M. R. Schnitzer. 


M. R. SCHNITZER 


a witness called by and on behalf of the Petitioners, 
having been first duly sworn, testified as follows: 


Direct Examination 

By Mr. Jones: 
Will you state your name? 
M. R. Schnitzer. 
What is your occupation, Mr. Schnitzer? 
Public accountant. 
Are you a graduate of any school ? 
Yes, sir; the University of Oregon. 
Did you study accounting there? 
Yes, sir. 
When did you first start in doing accounting 
work or bookkeeping work? A. In 193% 
Were you ever employed by the Alaska Junk 
eine [314] A. Yes. 

Q. When? 

A. In approximately June of 1934 to July of 
1944; approximately ten years. 

Q. What were your duties? 

A. I was the chief accountant, credit manager, 
assistant office manager, and then office manager. 


SPOoOPorPoreo 


a) 
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Q. What were your duties between the time 

you started to work until December 1943 ? 

I was accountant for the firm. 

And from that date until you left in 1944? 
Pardon me; I didn’t get the date. 

From December 1943 until you quit? 
What is the question ? 

Just a minute. Explain in your own words 
the periods of your various jobs. 

A. From 1934 until March of 1948, I was ac- 
countant and then this other work overlapped. And 
then in March of 1948 I became office manager, 
and included in that work of accounting work, 
until December of 19438, until Mr. Margosian came 
in; and I worked with him, or he worked with me 
until July of 1944 when I left. 

Q. From March of 19438 until you left, you were 


OPOoPpop 


office manager? 
A. Yes; and in charge of accounts. [815] 
% % % 

Q. During the time that you were keeping books 
at the Alaska Junk Company, did you handle the 
accounts—did you handle all the subsidiary ac- 
counts of the Alaska Junk Company? 

A. Yes. 


(A doeument was marked as Petitioner’s Ex- 
hibit No. 41 for identification. ) 


Q. (By Mr. Jones): I am handing you Peti- 
tioner’s 41 for identification, and ask you to state 
what that is (hands document to witness) ? 
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A. Have you got that other page? 

Q. Where is that other page? 

A. Here it is (indicating). Do you want to put 
it in here (indicating) ? 

Q. Yes, if it is a part of the same account. 

A. Yes.. 

Q. All right. 

The Court: How many sheets are there. 

The Witness: Forty-nine pages. 

The Court: Forty-nine pages? [820] 

The Witness: ‘Total pages; that is the original 
records of the Alaska Junk Company accounts re- 
eeivable with the National Machinery Company of 


Eugene. 
Q. (By Mr. Jones): Did you put the entries 
on there? Ae JING win: 
Q. Was it kept under your supervision? 
A. No, sir. 
Q. Were you working for them at the time? 
A. No, siz. 
Q. I guess you don’t know anything about it? 
A. Yes, I do. . 
Q. All right. 
A. This account was wound up in 1938; that is 


why I said it was not under my supervision. But, 
in later years, I worked on the write-off, and I 
regularly found it necessary to work with them. 
Q. You familiarized yourself with those ac- 
counts ? Ave) Yes, 
Q. What is this? 
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A. It is the record of the merchandise and cash 
advances to the National Machinery Company of 
Eugene, which was a subsidiary corporation of the 
Alaska Junk Company, for the period of January 
1, 1928 until December 31, 1933, when it was writ- 
ten off and closed. [3821] . 

Q. What do you mean by written off and closed ? 

A. This corporation was liquidated by the 
Alaska Junk Company in the years 1932 and 1933. 
It resulted in a bad debt to the Alaska Junk Com- 
pany, which was written off. 

Mr. Marcussen: I'll object to that as having no 
materiality to the issue here. That is a bad debt 
that they took back in 1938. 

The Court: Is it one of those collateral’ com- 
panies that we have been talking about ? 

Mr. Jones. Yes. 

The Court: It is a sort of a back history? 

Mr. Jones: Yes. | 

The Court: I will overrule the objection. Go 
‘ahead. 

The Witness: Where was I? 

Q. (By Mr. Jones): Are you familiar with the 
various items in the account? 

A. Yes; there was merchandise and eash ad- 
vances, less cash received and merchandise received, 
and, of course, the final write-off. 

The Court: What is the necessity of having this 
exhibit in detail? It seems to me it would suffice 
if you stated that would be a record of that account. 
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Mr. Jones: Very well. I will have the exhibit 
at hand, and not offer it in evidence, but just let 
him testify [3822] from it. 

The Court: It seems to me you have enough 
pertinent exhibits without going into so much de- 
tail. 

Mr. Jones: This document has been identified as 
Exhibit No. 41 for identification. We can just call 
it the account if we are not going to put it in evi- 
dence, if you think it will clutter up the record. 

Mr. Mareussen: I think it will facilitate matters 
in handling the case if the document is given a 
number. 

The Court: If you interrogate the witness about 
it, it should have a number for identification. 

Mr. Jones: JI think it has already been identi- 
fied. 

The Court: If you are not going to interrogate 
him, that is another thing. 

Mr. Marcussen: I am going to interrogate him 
on cross-examination. 

Q. (By Mr. Jones): I will hand you another 
exhibit which I will have marked Petitioner’s Ex- 
hibit 42 for identification. Will you explain that, 
please? 

A. That is the accounts receivable of the Cen- 
tral Supply Company. The original record of the 
Alaska Junk Company against the Central Supply 
Company from the opening of the Central Supply 
Company until there appears to be a current date, 
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and included the various advances for cash and 
mnerchandise, less the stock taken by Alaska Junk. 

Q. Did you supervise the keeping of that rec- 
ord ¢ ie Yes. 

Q. You are familiar with the categories of the 
items ? A. Yes. 

Q. And you have summarized them in your pre- 
vious statement ? A. Yes. 

The Court: What do you mean by ‘‘your pre- 
vious statement’’? 

Mr. Jones: His answer just immediately preced- 
ing. 

Q. (By My. Jones): Do you know the nature 
of the cash advances that are shown on that record. 

A. Yes. 

Q. Will you explain them a little more fully? 

A. The cash advances seem to include the pay- 
roll, cash advances to the company for its own dis- 
tribution, rent. No, the rent was not a cash ad- 
vanee. I think that covers it. 

Q. That is the nature of these cash advances? 

A. Yes. 

Q. Were those advances paid back? Does that 
account show? 

A. Yes. The Alaska Junk Company, individuals 
owning the Alaska Junk Company, paid for stock 
to the extent of [3824] $70,000.00, $50,000.00 of 
which was posted against the account, and later the 
balance was paid out of the operating profit of the 
Central Supply from time to time, and subsequently 
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became a current monthly account; that is to say, 
they paid it, or paid off every month. 

Q. Do you know whether that company was 
handled on the books of the Alaska Junk Company 
in the same manner that the Oregon Electric Steel 
was handled? 

Mr. Mareussen: If your Honor please, I’ll ob- 
ject to that on the ground that it calls for a conelu- 
sion of the witness; the record will speak for itself; 
and the documents are in this courtroom. 

The Court: I know, but the Court does not want 
to examine all the documents. 

Q. (By Mr. Jones): Do you know whether the 
accounts were handled in the same manner as Ore- 
gon Steel? 

A. The books were handled exactly the same. 

Q. With respect to the accounts receivable and 
the cash advances ? AS Yes, sie 

Q. And the payment of stock in the company? 
I mean, stock in the Central Supply ? A. Yes. 

Q. That was subscribed by the partners of 
Alaska Junk? [325] .- 

A. Yes; did I give you the figure of $70,000.00? 

Q. Yes. 

A. JI think the figure was $50,000.00 for the 
stock subscription. 

Mr. Marcussen: And that was offset against this 
account ? 

The Witness: Yes. 

Q. (By Mr. Jones): Now, I am handing you 
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for your inspection another document which has 
been marked by the Court as Petitioner’s 44, and I 
will ask you to state what that is? 

A. That is the original record of the Alaska 
Junk Company Accounts Receivable with the Carl- 
ton and Coast venture. 

Q. Was that kept under your direction and 
supervision ? A. Yes. 

The Court: Covering what period of time? 

The Witness: Well, from October of 1941 until 
I left, which was in—no, JI turned it over to Mr. 
Margosian in 1948. 

Q. (By Mr. Jones): What was the nature of 
the entries on that account ? . 

A. Merchandise sold by the venture and fw- 
nished to it, and cash advances to it. 

Q. Did the Carlton and Coast Liquidators keep 
a separate set of books? [326] 

A. Yes; they had a separate set of books and a 
joint venture between the Alaska Junk and Dulien 
Steel Products. 

Q. That was kept as a separate record? 

A. Yes; I kept those, too. 

Q. And did you keep this as a separate record 
on the Alaska books, too? A. Yes. 

Q. What was the nature of the cash advances 
on this account? 

A. Checks drawn to the order of Carlton Coast 
Liquidators for their use and distribution in their 
operations. 
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Q. And how were those repaid ? 

A. When I left, they had not been repaid. i 
I might look at the record, I might be able to give 
you an answer. 

Q. All right. (Hands document to witness. ) 

A. It appears that the offsetting entries in this 
investment in the Carlton Coast Liquidators—it ap- 
pears that the remainder there was paid by the 
Carlton Coast Liquidators by checks. 

Q. I believe you covered this. I neglected to 
ask you a question about Exhibit 42, or what it 
covers ? 

A. Will you repeat that? 

Q. I neglected to ask you what the account, Ex- 
hibit 42, covers? 

A. I answered that; it was from 1940 until the 
current [3827] date, now. 

Q. Handing you Petitioner’s 45 for identifica- 
tion, I will ask you what that is? . 

A. That is the original record of the Alaska Junk 
Accounts Receivable of the account of Marshfield 
Bargain House at Marshfield, Oregon. 

Q. What ave the categories of the items there? 

A. Primarily merchandise sold to it, but it in- 
cludes some cash advances given to it. 

Q. What is the nature of the cash advances? 

A. They were advances on purchases of serap 
iron which they purchased. 

The Court: What period does it cover? 
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The Witness: It starts in 1931 until the last 
time they did business, September 11, 1947. 

Q. (By Mr. Jones): I hand you Petitioner’s 
Exhibit 46 for identification, and I will ask you to 
to state what that is? 

A. That is a part of the record of the Alaska 
Junk Company Accounts Receivable against the 
Vaughan Motor Works during the period May 4, 
1928, to October 18, 1930. 

Q. What is the nature of the items on it? 

Mr. Marcussen: I will object to it on the ground 
that it is entirely too remote. 

The Court: J will sustain that objection. That is 
entirely [328] too far away in point of time. 

Q. (By Mr. Jones): I hand you here Peti- 
tioner’s 49 for identification, and ask you to state 
what that is? 

A. ‘That is an account carried through the Alaska 
Junk Aceounts Receivable, which was opened in 
1937 in order to keep tab of the cash advances to 
various small junk dealers. 

Q@. When was the aecount closed? 

A. It was closed February 26, 1945. 

Q. And what was the nature of the advances? 

A. It is practically all small eash advances to 
small dealers for serap iron. 

Q. For what purpose? 

A. For scrap iron whieh they wanted to pur- 
ehase and sell to the Alaska Junk. 

Q. Was the money given by the Alaska Junk 
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to the small dealers for the purpose of purchasing 
merchandise for them? 

A. In some instances they might have purchased 
merchandise for the Alaska Junk, but in other in- 
stances they may have purchased for themselves, 
and were unable to complete the payment or the 
wrecking or the preparation of it. 

Mr. Marcussen: Now, if your Honor please, 
there has been a sufficient showing to indicate that 
this one in particular, as well as most of the others, 
pertain for the most part, as has already been re- 
vealed on the cross-examination [329] of the preced- 
ing witnesses, to advances which were made to small 
junk dealers or small collectors of scrap iron for 
the purpose of securing scrap iron which this com- 
pany, The Alaska Junk Company, was in the busi- 
ness of selling to the steel mills or various sources 
of supply. An attempt is made to demonstrate that 
this company was in the business of making loans 
and advances to other organizations, just as the 
petitioners contend the loans were made to Oregon 
Steel in this case. I think it is clear from what 
already had been shown that these advances were 
made for the purpose of getting this scrap steel 
collected. 

The Court: That is a matter the Court will have 
to decide in order to determine the effect of it. 
What we are getting is the facts, and you can argue 
the effect of it later. 
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Mr. Mareussen: May it be noted that counsel for 
the respondent has an objection. 

The Court: Yes, counsel for the Respondent ob- 
jects and an exception is noted. I will ask counsel 
to restrict it for the purpose of showing the business 
in which the petitioners were engaged. 

Q. (By Mr. Jones): Do you know whether its 
course of conduct, as shown by this Petitioner’s 49 
for identification here, was carried on during the 
entire time that you worked there? [330] 

A. Yes. 

Q. Inow hand you Petitioner’s 46 for identifica- 
tion, which it was ruled to be at too early a date,— 
I don’t believe I had made a showing exactly as to 
the date at that time; the date on there is November 


30, isn’t it? A. 1930, you mean? 
Q. Yes, I mean 1930. Ae Yes: 
Q. You went there in 1933? A. 1934. 


Q. At that time, that is, at the time that you 
were there, were they carrying on in the same way? 

Ay Wes: 

Mr. Jones: Your Honor, I would like to put this 
account in for the simple reason it shows a con- 
tinuous course of conduct from the inception of 
business through the years in question. 

The Court: An objection has been sustained on 
that account, from 1928 to 1931, I understand ? 

Mr. Jones: This is the account from 1928 to 
1930. 
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The Court: That is pretty far back. Let us con- 
fine it to transactions a little closer. 

Q. (By Mr. Jones): Now, I am handing you 
Petitioner’s identification No. 48, and ask you to 
state what that is? (Hands document [331] to 
witness. ) 

A. These are the ledger sheets from the accounts 
receivable ledger of Alaska Junk Company, covering 
the account of M. Turn, LaGrande, Oregon, from 
November 2, 1928, until April 30, 1945. 

Q. Will you tell us what the items on the account 
are? 

A. Principally it covers merchandise sold to it, 
but it includes some cash advances, also, to Mr. 
Turn. I see here a couple of credits for scrap iron 


received. 
@. Does it show how those cash advances were 
paid? A. By check. 


Mr. Marcussen: What was the answer to the 
question ? 

The Witness: By check. 

Q@. (By My. Jones): How was it repaid? 

A. Repaid in merchandise and scrap iron. 

Q. Iam handing you Petitioner’s 47 for identi- 
fication, and I will ask you what that is? (Hands 
document to witness. ) 

A. These are the original ledger sheets of the 
accounts receivable of the Alaska Junk Company’s 
books of account showing the account with the 
Industrial Air Products Company from December 
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6, 1940, to and including December 17, 1943. [832] 

Q. Does it show any cash advances? 

A. Yes. 

Q. What are the categories? Are there any other 
categories than the cash advances? 

A. Merchandise and advances to Industrial Air 
Products. a 

Q. How were the advances repaid ? 

A. First by offset for the stock purchase of the 
partners of the Alaska Junk, and then later on by 
payments by check of the Industrial Air Products. 

Q. Ihand you herewith Petitioner’s 50 for iden- 
tification, and ask you what that is? 

A. These are the original ledger sheets on the 
accounts receivable ledger of the Alaska Junk for 
the account originally of Munce and Pedrante, and 
later assumed by William Munee, one of the parties 
named there, and his son. 

The Court: For what period? 

The Witness: The pericd starts in 1940 and 
winds up in September, 1943. 

Q. (By Mr. Jones): What was the nature of 
the items on it? 

A. Cash, merchandise and supply. 

Q. You speak of cash; you mean cash advances ? 

A. Cash advances directly to them, and cash 
advances on their behalf. 

Q. By Alaska Junk? [33] 

A. By Alaska Junk. 

Q. And how was it repaid? 
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A. It was repaid in part by cash when a check 
was given back to Alaska Junk, which they had 
given for work done. And later, during the end of 
the account, they turned over to Industrial Air 
Products, another subsidiary of Alaska Junk, a 
truck which was valued at $5,000.00, and we, in turn, 
charged Industrial Air Products and credited Wil- 
liam Munee with $5,000.00. 

Mr. Marcussen: You credited Munce? 

The Witness: We credited Munce and charged 
the Industrial Air. 

Q. (By My. Jones): You stated the period of 
time, I believe? A. Yes. 

@. Handing you Petitioner’s 51, for identifica- 
tion, I will ask vou to state what that is? (Hands 
document to witness. ) 

A. This is the original ledger sheet of the Alaska 
Junk from its accounts receivable ledger against 
Emil Nyberg. 

Q. What does it show? 

A. It covers the account from the period of June, 
1937, until December of 1937 for cash advances 
directly to My. Nyberg, and cash advances on his 
behalf, plus a small amount of merchandise. [334] 

Q. Does it show how the repayments were made? 

A. Tins was transferred out from this account 
to a separate venture account which we carried. In 
this case, if I might add, Nyberg gave up the job, 
and we cancelled out the advances he had gotten 
against the total cost of the job. 


Commissioner of Internal Revenue 305 


(Testimony of M. R. Schnitzer.) 

Q. Were those advances made before you had 
received any merchandise from him ? fy Y ee. 

@. In any of the other accounts, were advances 
made before you received any merchandise from 
the person to whom the advances were made? 

A. Invariably. 

Q. tI am handing you for your inspection, Peti- 
tioner’s 52 for identification, and ask you what that 
is? (Hands document to witness.) 

A. ‘These are the original ledger sheets of the 
accounts receivable account of the Alaska Junk 
Company with R. Pedrante. 

The Court: Covering what period? 

The Witness: August 12, 1938, until December 
31, 1940. 

Q. (By Mr. Jones): What items do they show ? 

A. Principally cash advances to Mr. Pedrante, 
and for merchandise supplied to hin. 

Q. And how were they repaid? [335] 

A. They were repaid in cash for the work he 
did; in other words, we gave him a check for the 
work he had done down to the final part, and then 
it was written off. We gave him a credit for the 
work he had done, and the balanee was written off. 

Q. Iam handing you for inspection Petitioner’s 
53 for identification, and ask you to state what that 
is and what period of time it covers, and what items 
are on it? 

A. These are the original ledger sheets of Alaska 
Junk from its accounts receivable ledger for the 
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account of Medford Bargain House, Medford, Ore- 
gon, during the period July 3, 1934, until February 
12, 1948. It covers merchandise sold to them plus 
cash advances to them. 

Q. And how were the cash advances repaid? 

A. The cash advances were repaid in scrap iron. 

@. Were there any advances made to them be- 
fore the merchandise was received? Before they 
had any merchandise to deliver to Alaska ? 

A. Several times. 

Q. And when there was a debit balance on the 
books when the advances were made ? A. Yes. 

Q. In other words, they were indebted to the 


' Alaska Junk when some of the advances were mace? 


A. Most times. [836] 

Q. Did that ever exist with respect to any of 
the other accounts we have been talking about? 

My. Marcussen: I’l] object to that; that is far 
too general a question. 

The Court: I will overrule the objection. 

use Ves. 

Q. (By Ma. Jones): I am handing you now 
for vour inspection what the Clerk has marked as 
Petitioner’s Exhibit 54, and ask you to state what 
period of time it covers, and what items appear on 
1! 

A. This is the ledger sheet of the Alaska Junk 
Company from its accounts receivable ledger labeled 
‘‘Special Account Steel lank and Pipe Conuaaa . 

The Court: For what period? 
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The Witness: February 16, 1934; at which time 
the Alaska Junk Company gave a $100,000.00 cash 
advance to that company, until May 10, 1935, at 
which time the account was paid up in full contra 
eredit for scrap iron. 

Mr. Mareussen: I’ll object to that, if your Honor 
please, on the ground that it is too remote. 

The Court: I think I will sustain that. I think 
we have enough of the others. 

Mr. Jones: Very well. [837] 

Q. (By My. Jones): We have one here, Peti- 
tioner’s 55 for identification, which [ will ask you 
what that is? (Hands document to witness.) 

A. These are the original ledger sheets of the 
Alaska Junk Company account receivable ledger for 
the account of Plumbing and Heating Sales Com- 
pany. 

The Court: For what period? 

The Witness: From January 22, 1940, until 
February 3, 1942. 

Q. (By Mr. Jones): What does it cover? 

A. It covers merchandise supplied to that com- 
pany, plus cash advances to that company. It re- 
flects offsetting entries for stock which the Alaska 
Junk Company had subscribed, and it reflects later 
the liquidation of the company. 

Q. Was that account handled on the books of 
Alaska Junk the same as Oregon Steel? 

Mr. Mareussen: I’ll object to that; that is lead- 


ing. 
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@. (By Mr. Jones): How was that account 
handled on the books of Alaska Junk as compared 
with Oregon Steel? A. Identically the same. 

@. And the cash advances consist of what items? 

A. Let me see the account. 

Q. Surely. (Hands document to witness.) 

A. The cash advances to it consists of cash ad- 
vances [338] directly to the corporation for distribu- 
tion by itself; cash advances on its behalf to 
employees of that company; and cash advances ap- 
parently for licenses and miscellaneous smal] items. 

Q. How were they repaid? 

A. First, there was $200,000.00 stock subserip- 
tion which was offset against the account, and later 
we liquidated the company and took over the pro- 
ceeds of the assets, accounts receivable, and so on. 

Q. Now, then, are you acquainted with this ac- 
eount, Exhibit 26? (Hands document to witness.) 

A. Yes. 

@. Now, there has been testimony in here, and 
we don’t want to repeat it, that there were cash 
advances in there from Alaska Junk to the Oregon 
Steel. How was the money secured by Alaska that 
went to make up those advances? 

A. There were three sources; cash which the 
Alaska Junk obtained from its regular operation of 
business, that is, sales, which normally would have 
been returned to the bank for the repayment of 
obligations; new loans made bv the Alaska Junk 
from the bank; and loans made by individuals. 
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@. What was the nature of the bank loans that 
Alaska made in order to procure the money? 

A. They are all straight ninety day notes. 

@. And what interest rate did they pay? 

A. I believe six per cent at the time. [839] 

2 vas that the current rate? 

Mr. Marcussen: What is the purpose of this? 

Mr. Jones: To show credit,—to show the credit 
was so extended that they didn’t have a cash posi- 
tion to enable them to invest large sums in the 
company. 

Mr. Marcussen: I’ll object to that. 

The Court: J will overrule the objection. Pro- 
ceed. 

Q. (By Mr. Jones): What interest rate was 
Alaska Junk paying to the bank? 

A. I believe six per cent at that time. 

Q. Why were they paying six per cent? 

Mr. Marcussen: I’ll object to that as calling for 
a conclusion. 

Q. (By Mr. Jones): Do you know why? 

A. Yes. 

Q. Did you go to the bank and talk to them 
about it? A. Yes. 

Q. Why were they paying six per cent? 

A. Because at no time did they pay off the notes 
in time in the six years; and they had an agreement 
with the bank when they paid off, they would re- 
negotiate the rate. 
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Q. What amount of money did the Alaska Junk 
ordinarily [340] have as cash on hand and in the 
bank ? 

A. Some figure less than $10,000.00; some figure 
between three and eight thousand dollars. 

Q. , Was there any time in the month when they 
had a larger cash on hand position? 

A. Yes; around the tenth of the month, when 
they made collections; and we held quite an amount 
until we found out what we had to pay out; if 
there was a deficit, we borrowed more money from — 
the bank, or if there was a surplus, we turned it 
over to the bank. 

@. And during the rest of the time your cash 
position was from three to eight thousand dollars 
in the bank? A. That is correct. 

Q. Now then, the bills that you paid for the 
Oregon Steel and charged on the account of Oregon 
Steel, on Alaska’s books, referring to Exhibit 26, 
how would you secure money to make those pay- 
ments ? 

A. Well, if we didn’t have it we would go to the 
bank and borrow. 

Q. On the ninety-day note terms? A. Yes. 

@. Now, did you ever form a judgment while 
vou were an accountant there of the amount of 
money that the Alaska Junk Company could afford, 
under its own capital structure, to invest in Oregon 
Steel? [3841] 

Mi. Mareussen: Ill object to that on the ground 
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that it calls for a conclusion, and it is wholly 
immaterial, besides, what they could afford. 

Mr. Jones: If the Court please, one witness has 
testified that this accountant had figured about how 
much the Alaska Junk could afford to invest. 

The Court: I think the opinion of this witness 
would be admissible. 

Mr. Marcussen: If your Honor please, what we 
are interested in, it seems to me, is getting the facts. 
That is the only thing that can determine the tax 
hability of the petitioners. 

The Court: He can state what his opinion is of 
what could be done, and you can cross-examine to 
see what it is based on. I think it is admissible. 
I will overrule the objection. 

Q. (By Mr. Jones): Did you ever, while you 
were working there, and during the time that they 
were interested in the Oregon Steel, make a study 
and come to any conclusion as to what Alaska Junk 
could afford to invest in the capital stock of Oregon 
Steel ? A. Yes. 

Q@. And how much did you conclude? 

A. It actually came abont through the discus- 
sions. [842] We were agreed that the Alaska Junk 
could afford some $62,500.00, and later, again, the 
question came up as to whether we could afford 
$125,000.00 rather than $62,500.00; and I suggested 
that if they went beyond that, 

The Court: Beyond what? 

The Witness: Beyond $125,000.00, and tieing it 
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up in a non-liquid form, that that might jeopardize 
the credit of Alaska Junk, and thereby their own 


safety. 
Q. (By My. Jones): What was their credit 
position ? A. At which time? [343] 


@. At the time they went to $125,000. 

A. They owed the bank between $200,000 and 
$225,000. They owed to private individuals another 
sum, but I don’t recall exactly what it was. I think 
it was between $35,000 and $40,000. And at the 
same time they had previously invested money in 
Industrial Air Products and Central Supply, which 
investments, together with the accounts receivable 
which were then in liquid condition totaled approxi- 
mately $170,000 or $180,000. So right at that mo- 
ment it was my impression that they were pretty 
much squeezed right then. 

Q. There is one question I would like to clear 
up. There has been some mention in the pleadings 
with respect to Schnitzer and Wolf Machinery 
Company. Can you tell us what that is? 

A. ‘That is another assumed name for the Alaska 
Junk. It is just another name to use. It appears 
that certain individuals dislike the name ‘‘ Junk.”’ 

Q. On Exhibit 26, can you give us the types or 
categories of the items on it? 

A. Yes. Four categories; the first category is 
merchandise sold to the mill from the stock of 
Alaska Junk Company; there is merchandise or- 
dered by the Alaska Junk for the mill, without 
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profit and billed to them at cost; there are cash ad- 
vances to the mill for their own distribution; and 
then there is cash advanced on behalf of the mill at 
their request. [344] 

Q. To pay a third party? 

A. ‘To pay other parties. 

Q. What was the balance on that account that 
-you have there on August 31, 1942? 

The Court: Account in what exhibit? 

Mr. Jones: This is on Exhibit 26. 

A. Approximately $285,000 billed already, with 
other bills going through to make it approximately 
$299,000. 

Mr. Marcussen: What was that date, again? 

The Witness: October 31, 1942. 

Q. (By Mr. Jones): Also, will you give me the 
balance on the account on Exhibit 26 on November 
30, 1942? 

A. November 30, approximately $301,000. 

Q. ‘That is, due from Oregon Steel to Alaska 
Junk ? A. Yes. 

Q. Now then, do you know anything about the 
transactions that led up to the issuance of the 
debentures? What was the reason for the deben- 
tures ? 

A. It is my recollection that the Alaska Junk 
had subseribed originally about $62,500 in stock and 
changed it in, I believe, December of 1942 to $125,- 
000, which would have left,—which, when an entry 
was made to offset the $125,000, it would have left 
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a balance of $174,000 as shown by the books then; 
and in their negotiations with the RFC which re- 
sulted, [3845] as I remember, in a standby agreement 
whereby the Alaska Junk would not get paid for 
this balance. Alaska Junk wanted interest on this 
balance, because it was paying interest, so during 
the discussion it was suggested that Alaska Junk 
and Morris Schnitzer both take debentures to cover 
the balance of the stock beyond the stock purchase 
on that date. 

Q. I notice that you made credits on that ac- 
count in July. How was it that it took from Decem- 
ber until July until there was a credit on the 
account ? 

A. Well, the attorney who issued the debentures 
and the stock certificates at that time was Mr. John 
Reilly; he was very busy and hard to pin down, 
and after he got his instructions we just waited; 
finally, after a few months, not knowing whether 
the certificates were issued. I called him up and 
asked him how it was, not having information 
prior to thereto, and he told me that they had been 
issued; and therefore [ made the entries as soon as 
I had knowledge of their being issued. 

Q. Now, did you have in your capacity as a 
bookkeeper there at the Alaska Junk Company a 
binding guarantee by Morris Schnitzer? 

A. Yes. 

Q. There is almost a concluding entry here on 
Exhibit 26 (indicating). First I would like to show 
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you the journal entries on Exhibit 6, and I will ask 
you in whose handwriting [346] the journal entries 
on Exhibit 6 is? A. Mine. 

Q. Now, the journal entries, are they all in your 
handwriting on all pages? 

A. £ am just checking it (indicating). All of 
these pages, yes. 

Q. Now, I call your attention particularly to the 
last journal entry on page J-23 and ask you where 
you got the information to prepare that journal 
entry ? 

Mr. Marcussen: Which journal entry? 

Mr. Jones: The last one. 

The Court: What was the amount, to identify 
it? 

The Witness: $83,581.20. 

Q. (By Mr. Jones): Will you answer the ques- 
tion ? 

A. This entry charges the Schnitzer Steel Prod- 
ucts, or Morris Schnitzer. I considered, after mak- 
ing my computations of his guarantee of one-third 
as against the two-thirds of Alaska Junk, that would 
he the figures. The figures consisted of two parts; 
the accounts of the Alaska Junk of Schnitzer Steel 
Products. The figures on Alaska Junk I had, and 
the figures on Schnitzer Steel I seem to remember 
getting from Mr. Margosian. He was working at 
the steel null and had set up a Schnitzer Steel 
Products credit to his account. 

Q. What was the basis of that charge of $83,- 
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0002 What [347] warranted the charge to Morris 
Schnitzer of that $83,000? 

A. That was charged to Schnitzer Steel Products 
and credited to Oregon Steel. 

Q. Will you explain it? 

A. He guaranteed to the partners of Alaska 
Junk that if there were any losses, he would bear 
his proportionate share, that is, his one-third full 
share of any losses in Oregon Steel, if any. Now, 
the total loss exclusive of the stock, was agreed upon 
and these were the resulting figures. 

Q. I don’t care to have you tell us how you got 
the figure, but all I want to know is whether the 
last journal entry was computed on the guarantee? 

A. Yes. 

Q. The guarantee of Morris Schnitzer to the 


Alaska Junk? A. Yes. 
Q. Who made the write-off on this account of 
the bad debt? A. I did. 


Q. What business was the Alaska Junk Com- 
pany engaged in during the time that you were 
there? 

Mr. Marcussen: If Your Honor please, I object 
to that on the ground that it is stipulated in the 
record. 

The Court: I think that is already stipulated. 

Mr. Jones: If Your Honor please, we have an 
agreement [3848] that a part of the business was 
stipulated, but I expressly brought it up with the 
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understanding I had that I could bring up any 
evidence which is not inconsistent with that. 

The Court: What is the purpose? 

Mr. Jones: I want to show by this witness that 
our loss, that is, this bad debt loss, was a normal 
business bad debt, incurred in a normal business 
operation. 

Mr. Mareussen: I do have that understanding 
with counsel. If Your Honor please, my objection 
is not inconsistent with my understanding with 
counsel], and is not any back-tracking, and to that 
extent my objection is on the ground that it calls 
for a conclusion; whether or not the company was 
engaged in the business that counsel contends is 
something for the Court to decide. 

The Court: The question, as I recall it, 1s what 
business the company was engaged in. That would 
be a matter of fact. If the stipulation covers it, I 
don’t care to waste any time; but if this is anything 
that is required to be brought out, go ahead. 

Mr. Jones: The stipulation is all right as far as 
it goes, but it is incomplete. 

Mr. Mareussen: He wants to get this to show 
that the company invested money in various enter- 
prises; he wants to bring in evidence that Your 
Honor has to decide. It won’t perhaps impeach the 
stipulation, but I do object to it, and I [829] 
honestly state to Your Honor that it simply calls 
for a conclusion which it will be Your Honor’s fune- 
tion to decide. 
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The Court: If it is a fact, that is one thing. If 
you are practicing law, that is not a conclusion; 
that is a fact; I will overrule the objection. 

Mr. Jones: Do you know what business enter- 
prises the Alaska Junk Company was engaged in 
while you were with them? 

The Witness: You are using the plural there? 

Q. (By Mr. Jones): Yes. 

A. Well, it was in the pipe business, it was in 
the plumbing business; it was in the serap iron 
business; it was in the salvage business; it was in 
the machinery business; that is, machinery, both 
new and used; it was in the belting business; it was 
in the machine shop business; it was in the glass 
scrap business; in the electric motor business and 


supplies, 

Q. You can leave out the rest of the merchandis- 
ing businesses. Was it engaged in any other busi- 
ness ? A. Incidental to its normal business? 

Q. Yes. A. Yes. 

Q. What was that? 

A. Helping to finance and lending money to 
other people [350] to help itself primarily, through 
goodwill, or to have a source of scrap iron and 
salvage material. 

Q. Anything else? 

A. Of course, it went into businesses that you 
might say were offshoots of its main business, such 
as going into the installation business such as 
plumbing. They were selling plumbing, and decided 
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to go into mstallation. And then they decided to 
extend the Central Supply. They were using oxygen, 
and decided that since they themselves were large 
users, they could build a plant to manufacture it. 

Q. Was the organization of this corporation a 
part of its regular business ? 

A. Yes. It decided to extend in 1928, for in- 
stance, and opened up the National Machinery Com- 
pany. 

Q. J think that is sufficient. Was any payment 
received on the second debentures until the second 
mortgage was satisfied ? A, No wir. 

Q. I notice the accounts that you have testified 
to, that is, the regular accounts receivable, and there 
were charges there for merchandise and eash ad- 
vances. In other words, they debited cash advances 
on a regular merchandise account. Was that the 
custom of the Alaska Junk Company ? 

ANG SSS 

@. Did you in the course of your business ever 
overhear [352] Mr. Wolf make any remark about 
the investment that the Alaska Junk would make in 
Oregon Steel? A. Yes. 

Q. What was it? 

A. Under the original plan he told me that the 
commitments of the Alaska Junk Company were 
$62,500, and that although he was not too happy 
about it, he said that was good enough for his 
partner, Sam Schnitzer, was good enough for him- 
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self and his wife. I believe it was in 1942 when 
Morris Schnitzer’s difficulties began, and he could 
not take his subscription of $125,000 and Mr. Wolf 
generally talked about it in the office, and he had 
discussions with me as to whether or not the Alaska 
Junk could stand it, and he said that he would go, 
on behalf of the Alaska Junk Company, to $125,- 
000, but that was all; and, as a matter of fact, he 
thought at that time,—this was at the time the 
RFC made the loan to the immill, that the Alaska 
Junk was through putting in any money because the 
debentures and the stock offset on the account were 
so great that anything that went to the mill in the 
future would have to be repaid immediately by the 
REC. [352] 

% * %& 

Q. Now, I think in response to counsel’s ques- 
tion, you testified that Alaska Junk made loans to 
organizations which purchased materials from it 
and which furnished an outlet for [871] its scrap 
iron ? 

A. I think you have it in reverse. The loans 
were generally made to companies, were companies 
who did purchase from it, that is true, but who 
mainly sold scrap to the Alaska Junk Company as 
waste or scrap material from manufacturing plant 
or machine shops for example. 

@. In other words, was it your testimony that 
they made loans largely to these firms, because they 
supplied them with scrap? 


Commissioner of Internal Revenue 321 


(‘Testimony of M. R. Schnitzer.) 

A. Both ways. For example, Hesse-Ersted Iron 
Works received a loan in the form of a mortgage, 
and they became good customers; they bought our 
merchandise. In other words Steel Tank and Pipe 
Company sold us scrap iron, scrap from what they 
used in manufacturing. 

Q. What was the first one? 

A. Hesse-Ersted Iron Works, on which a mort- 
gage was taken for $65,000. I think that has been 
testified to. 

Q. Was that a company that Alaska sold scrap 
to? 

A. We didn’t sell it to that company; we sold 
it to the stockholders of that company, Hall and 
Mears. 

Q. Is there any company here, Mr. Schnitzer, 
that you mentioned, to which money was advanced, 
to which you also sold serap iron ? 

A. We would buy serap iron and sell it to the 
mills. 

Q@. If the answer is “‘no,’”’ I wish you would 
give it to me [872] as ‘‘no.’’ I want you to concen- 
trate and think of any other company in the same 
eategory with the Hesse Ersted Iron Works, where 
advances were made as in that case where the com- 
pany as in that case, to which the advances were 
made, purchased scrap iron. Of course, I mean 
other than the mills, such as Bethlehem, which 
bought scrap. 

A. Hesse Hrsted bought machinery and supplies 
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of that nature; the other firms I mentioned pro- 
duced serap iron. 

Q. Did Hesse Ersted purchase machinery for 
their own use or for sale? 

A. For their own use. I might, if you wish, state 
that there were many instances such as these deals, 
in 1934, 1935, 1936, such as the Western Foundry; 
there we supplied cast iron without receiving pay- 
ment, taking it out in trade over a period of years; 
we advanced scrap iron and collected for it in trade 
over a period of time. 

Q. You would receive merchandise from them to 
pay it off? 

A. Yes. That was also true of the Vaughan 
Motor Works, about which my cousin testified this 
morning. 

Q. I think you explained that in the Hesse 
Ersted case—actually it was Hall and Mears that 
made the purchases from the Alaska Junk, and not 
the corporation ? 

A. No. You asked me if I didn’t sell the steel 
mill, or if we didn’t sell the steel mill to Hesse 
Ersted; we sold [373] just the mill to Hall and 
Mears. 

Q. Iam not talking about the steel mill now. 

A. The mortgage was made to the Hesse Ersted 
Iron Works, a corporation, of which Hall and 
Mears were principal stockholders. 

Q. And what was the mortgage? 

A. A $65,000 loan which we gave Hesse Exsted, 
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and bailed them out when they were in receivership. 

Q. Just answer each question as we go along, 
and I will be able to understand it. Did Hesse 
Ersted buy any of the products that Alaska Junk 
had for sale? A. Yes. 

Q. What products? 

A. Pipe; I believe some cast iron as distin- 
guished from scrap iron; rails; electrical supplies, 
and virtually anything that they might need in 
the conduct of their business that we carried. 

Q@. Was that some stuff for resale? 

A. They were not in the habit of re-selling; they 
were a foundry or machine shop. 

Q. And these were materials that they needed 
for their operation ? 

A. Either for their operation or for re-manufac- 
ture. 

Q. And in what proportions were their needs 
compared with what they needed for re-manufac- 
ture? Just what proportion [374] was it that they 
needed for their operation, just what did they need 
for re-manufacture, of that which they purchased 
from you? 

A. I ecouldn’t answer that question. When TI 
say “‘re-manufacture,’’ that might mean a myriad 
of things. In other words, they would do the melt- 
ing, and, in addition to that, they might need pipe 
er an oiler or some component part of hoist. 

Q. So they bought rail and steel which they 
themselves melted down ? 
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A. Either melted down or fabricated. 

Q. Comparing the items in that category with 
the items that they purchased for their own use, 
equipment and that sort of thing, can you give me 
any estimate as to what that corporation was? 

A. Ihave no way of guessing. 

Q. There would come a time when they would 
have all the equipment that they needed ? 

A. Qh, in a large shop there things wearing out 
that have to be replaced, like belting, and so forth. 

Q. Could you give me an estimate as to the dif- 
ference between the two kinds of items that are 
mentioned ? 

A. JI couldn’t even guess. 

Q. Do the books here show it? Are the books 
here from which you can make examination ? 

A. I don’t think they are here. [875] 

Mr. Marecussen: Are they here, counsel ? 

Mr. Jones: No; they are not. 

Q. (By Mr. Mareussen): Now, the National 
Machinery Company was a corporation ? 

A. Yes. 

Q. And what was its business ? 

A. New and used machinery and supplies; and 
I believe they also have the agency for the Ford- 
son tractor. 

Q. And how did it differ from the business of 
Alaska Junk, generally ? 

A. The only difference I could think of was that 
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they did not handle scrap iron; they were not in the 
scrap ivon or salvage business. 

Q. And the Alaska did not handle the Fordson ? 

A, That’s right. 

Q. Is that the only difference? 

A. The only major ones; and the Alaska Junk 
had agencies that the other did not have. 

Q. Did anybody else own any stock in it? 

A. There was only one other stockholder than 
the Alaska, and he was Mr. Nehl; he was the man- 
ager of the National Machinery, and he had been a 
former employee of the Alaska Junk. He had sub- 
scribed to some part of the stock, or to some shares; 
the number I could not tell you; and he was to pay 
for [376] them out of his share of the earnings, and 
when I came into the picture going over the books 
we found he never did pay for any of it in any of 
the subsequent years, and finally there was a com- 
promise payment of #500 for his subscription. 

Q. Did Alaska Junk organize this corporation, 
or were they in it from the beginning, or was it an 
existing corporation ? 

A. ‘They started in from scratch. 

Q. I think you testified that they sold mer- 
chandise. An account of this company on Alaska 
books is identified in this record as Petitioner’s 
41, and that consists of the merchandise that was 
sold and also cash advances; is that right? 

A. That’s right. 

Q. What is the nature of the mer chaneiee sold? 
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A. Could I see the books (indicating) ? 

Q. What I am getting at, was it for resale? 

A. Yes; they were in the business of selling; so 
everything that we did sell them would be sold 


again. 
Q. So Alaska Junk was really wholesaling to 
them ? A. That is mght. 


Q. What is the proportion between the cash 
advances and the merchandise sold on that account? 

A. There are 49 double pages here. Do you want 
me to run through it and figure it out? 

Q. I think that would take too much time. [37 7] 

Mr. Jones: There is a witness coming on the 
stand who has footed it up; he has footed up all the 
cash advances on this account and he will testify 
as to those. 

Mr. Marecussen: Very well. 

Q. (By Mr. Marcussen): Did you testify that 
the stock was paid for in that case by an offset 
against the account of National Machinery? 

A. I don’t believe I mentioned that, because I 
don't know without looking at the accounts. I ean- 
not tell from these records, because these records 
started in January 1928, and I believe the corpora- 
tion was formed sometime in 1927; some of the 
sheets ave missing, because they did not have the 
‘*Elliot Fisher System’’ at that time. 

Q. Then I think the next item that you testified 
to is Petitioner's 42 for identification, pertaining to 
Central Supply Company ? A. Yes. 
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Q. Was that a corporation ? nee ics: 

Q. In that case I think you testified that they 
subseribed to $50,000 stock, and that payment of the 
stock was effectuated by an offset against this 
account ? 

A. That is correct, with the exception that the 
corporation was organized for $5,000, and was paid 
for through offsetting entries, and the stock was 
subsequently raised to [878] $50,000. 

Q. And the additional $45,000 was handled the 
same way ? A. At that time? 

Q. At the time they purchased the stock ? 

A. The assets of the company were what they 
advanced—— 

Q. What were the assets of the Central Supply; 
at the time $50,000 was paid for by Alaska? 

A. What were the assets? 

Q. How much of the total assets were there in 
Central Supply ? A. $50,000. 

Q. The assets were no more than the stock sub- 
seribed for? 

A. I know the Alaska had about $70,000 or 
$80,000 put out; and they had either the equivalent 
such as accounts receivable, or something to offset 
u. 

Q. Can you picture the balance sheet of the 
Central Supply, and give us a picture of the assets 
side of the balance sheet? A icantiot 

Q. All right. What were the assets at the time 
they had $50,000 in stock as one of the items on 
the hability side? 
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A. The Central Supply started out with Alaska 
Junk advancing it, whether it was $5,000 or $50,000. 
So the assets [879] were the equivalent of its labili- 
ties. 

Q. Were there any other assets besides the stock 
item of $50,000 ? 

A. Only the current accounts for merchandise 
sold currently and bought. 

@. And how would they compare with the $50,- 
000 ? A. Very nominal. 

@. You stated that the accounts were handled 
with respect to the corporation in substantially the 
same manner as the accounts were handled in the 
ease of Oregon Steel? A. That is correct. 

Q. Can vou elaborate your answer on that? 

A. Everything given to either of those corpora- 
tions, whether it be in cash or merchandise, was 
charged; when the stock was issued, and whatever 
was carried forward; the only real difference was 
that Central Supply was successful and they paid 
off, and the Oregon Steel was not successful and 
we took a loss. 

Q. Was there any difference—I will change that. 
Wasn’t the entire difference between Central Sup- 
ply and Oregon this, that in Central Supply the 
partners received for practically their entire invest- 
ment in the organization, stock? A. No. 

Q. Isn’t that true? 

A. No; I think you will find that they had as 
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much as [880] $100,000 in there, and they received 
$50,000 in stock. 

Q. I think you said the balance sheet of the 
Central Supply, on the assets side, would show very 
little more than the $50,000 of stock that was repre- 
sented on the liability side? 

A. I didn’t say that. I said the assets side would 
be equivalent to the lability side, which, in turn, 
would be actually what the Alaska Junk had ad- 
vanced, whether it was $5,000, $50,000 o1 $100,000. 

Q. But there were very nominal liabilities in 
addition to the $50,000? 

A. Other than the Alaska Junk? 

Q. At the time the Alaska Junk had the $50,000 
of stock, what were the total other habilities of the 
company ? 

A. I couldn’t answer the question without look- 
ing at the books? 

Q. Do you have the books available? 

Mr. Jones: Central Supply? 

Mr. Mareussen: Yes. 

Mr. Jones: No. 

The Witness: I will say that any lability that 
it had, other than the Alaska Junk was in current 
condition. 

Q. (By Mr. Marcussen): Do you happen to 
know what was the greatest amount or the highest 
amount? We can check that on this exhibit—[881] 

A. That’s right. 
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Q. What was the highest amount that the ac- 
count ever reached? Just roughly. 


(Hands document to witness. ) 


A. Ian check that up. In addition to the $50,- 
000 capital, there was a high of $60,329, making a 
total of $110,000 plus. 

Q@. As of what date was that? 

A. That would be August of 1942. 

Q. And the next item that you testified was with 
respect to the Carleton and Coast venture. Will you 
state how their business compared with the Alaska 
Junk. 

A. It was a single venture and was a combina- 
tion of Alaska Junk and the Dulien Steel products; 
and the liquidation of this one major purchase, 
which primarily was a railroad and logging camp, 
purchased from the Reconstruction Finance Cor- 
poration, plus a small amount, or a smaller amount 
i1 the same area where other merchandise was 
located 

Q. Was there a Carlton there? 

A. There was a town of Carlton. And the town 
itself—the railroad itself was known as Carlton and 
Coast. 

Q. How about the other 50 per cent in the ven- 
ture? Did the other party have 50 per cent in the 
venture? A. Yes. 

Q. And who was that, again? 

A. Pulien Steel Produets of Seattle. [382] 

Q. Duhen Steel Products? 
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A. That is correct. 

Q. How was it that you came into the picture? 

A. The same as Dulien came into the picture. 

Q. Did Dulien have it first? 

A. There were two parts to that. There was a 
Trask Willamette Railroad, plus the Flora Logging 
Company part, plus the Yamhill Log and Lumber 
part which, I believe, the Alaska Junk bought and 
Dulin at this time purchased the Southern Pacific 
Railroad Company’s rails in there. This was way 
off in the wilderness, a part belonging to one com- 
pany and a part to another, and each one bought 
one section; one outbid the other in one of them. 
So, after it was over with we got together to make 
it one venture. 

Q. In other words, the Alaska Junk and Dulien 
found themselves bedfellows in the dismantling of 
this Carlton and Coast venture? 

A. In that each had merchandise in the woods, 
and there was a question of getting it out some way. 
Did Alaska bid on the whole thing? 

Yes. 

In the part that Dulen got? A. Yes. 
Did Dulien do the same? 

Yes. [883] 

So the Alaska Junk was successful in one 
eat and Dulien was successful in the other; is that 
the way it was? A. That’s right. 

Q@. And finding theniselves in that situation, they 
got together to do the dismantling job so as to en- 


OrPOoObrOS 
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able them to enjoy all the economies they could get 
from such a procedure? A. That is righ@ 

Q. And when Alaska Junk bid on that job, were 
they following a procedure which was frequently 
done in their business? Was that their regular busi- 
ness, bidding on such projects as that? 

A. Yes. 

Q. I didn’t quite understand your testimony on 
direct as to how they were repaid for the so-called 
advances, as you put it, on the Carlton and Coast 
venture. 

A. That I believe was handled a little differently 
than many of them. Dulien and Alaska Junk each 
put in originally $67,251.18, according to the ledger 
here, and subsequently Alaska Junk furnished ma- 
terials and cash for working capital, because they 
operated independently of Alaska Junk, and as 
they operated and liquidated their merchandise 
they repaid Alaska Junk for the current advances 
and what not and ultimately paid off the major 
part of the original investment. 

Q. Did that operation result in a loss to Alaska 
Junk? A. Yes. [884] 

Q. And did it result in a loss to Dulien ? 

A. Yes, equally. 

Q. And how did Alaska Junk take that loss on 
its books? 

A. That loss was taken after my time, and unless 
it is shown on the books, I cannot answer. 

Q. When was the job completed ? 

A. I don’t know whether it is completed now. 
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Q. Do you recall what the years were that that 
took place? 

A. It apparently started September 1, 1943. I 
left in 1944, and I see here book entries in 1945 and 
1946 (indicating). 

@. Does it indicate to you that there is a final 
accounting on that ledger? 

A. There is an open balance. I believe I heard 
that there were some tag ends still to be wound up. 

Q. And that open balance is in the amount of 
how much? 

A. It appears to be $3,737. 

Q. The date is January 3, 1945 (andicating) ? 

A. 1946. 

Q. And these are balances as reflected in Peti- 
tioner’s 44 for identification ? 

A. That is for the advances and merchandise 
supplied. 

Q. Will you check that page? [385] 

A. This doesn’t have anything to do with this 
(indicating). That would be accounts receivable 
control. 

Q. Then this accounts receivable was all paid 
off ? A. It appears to be. 

Q. There was no loss on that? 

A. Not on that account. 

Q. Then how would the loss be handled, if there 
was a loss? 

A. Iam not with the company, I could not tell 
you. 
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Q. When did you leave the company? 

A. 1944. 

Q. We are talking about their practices as in 
1942 and 1943; and this is offered as an indication 
of their practice. 

A. If I was still there I would make an entry 
and charge the balance to bad debts. 

Q. Why bad debts? 

A. Because the Carlton Coast owes Alaska Junk. 
T will take it back. In this case the accounts re- 
ceivable is paid off. I would call it a business loss. 

Q. An ordinary business loss in the case of 
Alaska Junk operating in a joint venture? 

A. This one (indicating) ; the way it is handled, 
yes. 

Q. 1 hand you Petitioner’s 45 for identification, 
which pertains to the Marshfield Bargain House. 
What business were they in? [386] 

A. How is that? 

Q. What business was the Marshfield Bargain — 
House in? 

A. They were in the mill and yard machinery 
and supply business, and also the scrap business. 

Q. Substantially the same business as Alaska 
Junk ? 

A. Yes, but on a much smaller seale. 

@. And where was their place of business? 

A. In Marshfield. 

@. Did they supply scrap to Alaska? 
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A. Yes. 

Q. I think you stated that the accounts repre- 
sent largely sales to the Marshfield Bargain House. 

A. Both sales and cash; what you see here is an 
entry covering a period of approximately a year, 
all of which was reimbursed at one time by a credit 
for scrap iron, that is, we advanced the cash and 
merchandise which was paid for in serap. 

Q. And they returned scrap to you? 

A. Yes. 

Q. That was a procedure commonly used Alaska 
Junk in order to obtain scrap from its source of 
supply; is that correct? A. Yes. 

Q. Do you know whether Marshfield Bargain 
House is a corporation? [387] 

A. J have no way of knowing. I know the own- 
ers some, and I have always heard them referred 
to as partners. 

Q. I guess we went a little backward in this pro- 
cedure. Counsel presented you with the accounts 
for various small junk dealers and collectors, which 
was Petitioner’s 49 for identification (hands docu- 
ment to witness). Those advances, again, repre- 
sented advances to your source of supply for the 
purpose of procuring scrap iron? 

A. To the smaller sources of supply. 

Q. Who would be the small sources of supply? 

A. Junk dealers; junk peddlers. Their names 
are here if vou want to see them; some of them. 

@. How would these loans be effectuated 2 
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Would a junk dealer come in and say that he knew 
of a bit of junk that he could get, and that if he 
could get the money from Alaska Junk then Alaska 
Junk would get the scrap, that is, he would buy 
it and sell it back to Alaska Junk if Alaska Junk 
would advance the money? Is that the way it was 
handled ? A. Yes. 

Q. And the next one here was M. Turn, which 
is shown on Petitioner’s 48 for identification. 

A. That’s right. 

Q. What was his business ? 

A. What was his business? 

Q. Yes. [888] 

A. His business was a conglomeration of new 
and used supplies, small machinery and furniture 
and s¢rap iron. 

Q. With the exception of the furniture, his busi- 
ness as far as it went was similar to Alaska? 

A. On a much smaller seale, confining himself 
to smaller supplies and equipment. 

Q. But in kind, it was the same? A. Yes. 

Q. What merchandise did he buy from Alaska? 

A. Splitting sledges, axes, pipe, pulleys, pipe- 
fittings, roofing. 

Q. Would it be correct to characterize the rela- 
tionship between Alaska and M. Turn as that of a 
wholesaler and retailer, respectively ? 

A. Jobber and wholesaler, or wholesaler and 
retailer. 
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Q. Alaska Junk being the wholesaler and they 
the retailer? A. That is right. 

Q. Then when you said that a part of the ad- 
vances in the account were advances of merchandise, 
what were you talking about? 

A. No; I was talking about the other one; in 
this one it was eash advances; in the other one it 
was cash and merchandise. 

Q. Didn’t you testify with respect to M. Turn 
that it [3889] was cash advances and merchandise ? 

A. Aceounts of merchandise sold, and cash ad- 
vances on scrap iron. He made a practice of paying 
his bills. 

Q. A very happy practice in this business? 

A. «And very unusual. 

@. Was he a supplier of scrap for Alaska? 

A. Yes. 

@. And were the advances that were made to 
M. Turn similar to the advances that were made 
to other suppliers, simply to pick up a certain batch 
of scrap and bring it in to you people? 

ae Matas right. 

Q. By you people, I mean Alaska, of course? 

 Vhat’saticht. 

Q. I hand you Petitioner’s 44, which relates to 
the Industrial Air Produets Company. 

m&, Phat is right. 

Q. That was a corporation, as I understand it? 

A. That’s correct. 
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Q. Was that a corporation that was organized 
by Alaska ? 

A. By the owners of Alaska Junk and Morris 
Schnitzer; I believe there were one or two nominal 
stockholders in addition. 

Q. How much stock did the partners of Alaska 
Junk and Morris Sehnitzer buy in that organiza- 
tion? [390] 

A. Alaska Junk bought $70,000 worth. I don’t 
know how much Morris Schnitzer bought, but it is 
my offhand impression that it was about half of 
that. 

Q. And I think you testified that the stock was 
paid for by an offset against the account ? 

A. That is right. 

Q. And what is the highest amount that that 
account ever got before the stock offset? 

A. Before the stock offset? 

Q. Yes? A. $76,000. 

Q. And then immediately after the stock offset, 
what was the balance after the offset? 

A. $475. 

Q. And what were the dates when the stock 
offsets were made? 

A. November 1, 1941. 

@. And what was the highest amount that the 
accounts got to after the stock offset? 

A. Approximately $36,000. 

Q. When was that? 

A. December of 1942. 
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Q. Have you ever had occasion to analyze or see 
the balance sheet of that company during any of 
these times that you have testified that these ad- 
vances were made, which, I [391] understand, was 
from 1940 to 1943. 

A. I remember seeing one or two statements, 
but I don’t remember the figures. 

Q. Do you have any recollection at all of what 
the total assets were ? A. No, sir. 

Q. What other accounts receivable did the com- 
pany have? A. Which company? 

Q. Industrial Air to outsiders? 

A. I cannot answer that, because I had nothing 
to do with their books. 

Q. 1 recall you saying in the case of Central 
Supply, those outside accounts were rather nomi- 
nal? me That is right. 

Q. You cannot say what they would be approxi- 
mately of the Industria] Air Products? 

A. Ihave no recollection of them. 

Q. Mr. Schnitzer, I hand you Petitioner’s 50 for 
identification, which pertains Munee and Pedrante, 
and I believe you testified that that account repre- 
sents cash advances, merchandise sold, and supplies 
sold, is that correct ? A. That’s correct. 

Q. What was the business of Munce and Ped- 
rante? 

A. ‘They were truck haulers and contractors; 
their business was largely dismantling of machinery 
and hauling [392] machinery and sevap iron and 
the hke. 


340 Sam Schnitzer vs. 


(Testimony of M. R. Schnitzer.) 

Q. Did I understand you correctly on your 
direct testimony to state that the amount was paid 
off by the delivery of a truck by Munce and Ped- 
rante? A. Partially paid off. 

Q. ‘To the extent of about $5,000, and then par- 
tially by performance of services; is that correct? 

A. That’s right. 

Q. For Alaska by them; 1s that correct? 

A. Not quite. The practice was, so far as re- 
payment was concerned, to collect for a particular 
delivery ; then they would give us a part of the cash 
that we gave them to apply on the account. And 
there were a number of payments of $25, $50 and 
$100; a number of them; and towards the end they 
still owed us a balance of $5,042.75, and they turned 
over to us a truck, which we, in turn turned over 
to the Industrial Air Products and charged In- 
dustrial Air Products and crediting them with the 
amount, and a $42 balance was later settled. 

Q. Was that one paid for by work done, or 
didn’t you use some such similar expression ? | 

A. I don’t believe JI used that expression in 
connection with this account. They would haul in, 
say, 15 tons and we would pay them a certain 
amount, which would include the dismantling, and 
so forth; we would pay them, say, $100 for that 
and they would pay us back a part. [393] 

Q. Do you mean that you had engaged them to 
do some work, for which you paid them $100? 

A. Yes; after it was done. 
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Q. And instead of paying them the full $100, 
you gave them $50 or $75? 

A. No; I would give them $100, and so much 
of it I got back; sometimes it was $50 and some- 
times it was $25. 

Q. And these cash advances, were they made for 
the purpose of securing credit? 

A. The cash advances given to these people was 
for their use, and in paying for their men and 
equipment that way. 

Q. Were they doing considerable work for your 
company ? ; 

A. Yes; they were doing quite a bit of work; 
trucking and hauling. 

Q. What trucking was it? 

A. Well, we would send them out to pick up a 
railroad; dismantle a railroad and load it on the 
truck and haul it into Portland. That is one in- 
stance that I can recall. Another instance was going 
up to a ship in Marshfield, loading the machinery 
on trucks and hauling it in to us. 

Q. So the cash advances were for the purpose 
of enabling, them to haul the scrap into Alaska? 

me ~§6«Y CS. 

Q. And for the purpose, mainly, of enabling 
you to secure more scrap? [394] 

A. Our scrap; again, they were doing the dis- 
mantling and delivering to us. 

Q. LIhand you Petitioner’s 51 for identification, 
which pertains to Emil Nyberg. And I think vou 
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stated that this transaction covered a period within 
_ a year, 1937 from June to December ? 

A. That is correct; actually, June to November. 

Q. What business was Mr. Nyberg in? 

A. He was a contractor; originally a logger and 
contractor, so far as we were concerned. We had 
purchased a logging camp in the vicinity of Steven- 
son, Washington, and there was also a part of a 
railroad. The railroad in itself was very difficult 
to get at and easier for someone who lived in that 
vicinity to get at, because the weather was adverse 
and the terrain was stiff; so that you could only get 
in there at certain times. It was very steep and 
tough to work at. Nyberg lived in the vicinity and 
contracted to pick up the equipment in the woods, 
that is, the rails and the donkey engines in the 
woods, and to load them on a railroad spur at the 
spur up there, and then they were to be shipped 
from that point to the Alaska Junk in Portland as 
salvage. And, as I recall it, after preparing the 
scrap iron according to specifications, it was to be 
shipped to the steel mills. 

Q. Do you know what railroad that was? That 
logging camp railroad? [395] 

A. Yes, there were two of them; the Trask- 
Willamette Company or a subsidiary. I think it 
was the Trask-Willamette, and the Ryan-Allen 
Lumber Company. 

Q. And Alaska Junk was the successful bidder 
on the dismantling of the railroad ? 
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A. As TI recall it, this was direct negotiations. 

Q. I think you testified that cash advances were 
made, in part? 

A. Practically 100 per cent in this case. 

Q@. And then you testified there was some mer- 
chandise ? A. $30 worth. 

Q. Out of a total? 

A. Incidentally that $30 was salvage that they 
took out of the camp; they wanted some windows 
and doors that were salvaged and we charged them 
#30. The total amount was $3,400, consisting of 
services performed—on the debit side, loans and 
advances which were made to them. 

@. It is not correct to say the advances were 
made for merchandise that you sold them ? 

A. That $30. 

Q. And cash advances were actually for the pur- 
pose of enabling him to undertake the operation 
for you? 

A. The original advance was not given to Ny- 
berg for supphes and equipment and labor, but we 
found at the end he had not paid his crew and we 
had to pay his crew, and we charged [396] his 
aecount back for the payment to the men for the 
payroll. 

Q. So that the cash that was advanced was 
advanced to him for the purpose of enabling him 
to carry out Ins contract with you to secure the 
salvage in that operation ? A. That is correct. 
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@. And I think that your counsel stated that in 
some instances, advances had been made _ before 
merchandise had been sold in connection with this 
operation, and I think you testified that that was 
correct. 

A. I think you used the wrong word; before 
the merchandise was delivered. You said ‘‘sold.”’ 

Q. The only merchandise that was delivered? 

A. These advances were given to these fellows 
so that they could deliver the scrap. When they de- 
livered the scrap we paid them the contract price, 
and then we attempted to get back our advance. 
This refers to merchandise that was, a little of it, 
sold to Nyberg, which was something personal that 
he wanted. 

Q. Outside of that sale there was no merchandise 
advanced ? A. Not on this account. 

Q. To Mr. Nyberg? A. That’s right. 

Q. And the cash advances were merely for the 
purpose of enabling him to carry on his contract 
with you? A. That’s right. [397] 

Q. I hand you Petitioner’s 52 for identification, 
which is the account of R. Pedrante. What was Mr. 
Pedrante’s business? 


(Hands document to witness. ) 


A. Originally a trucker, and later a trueker and 
contractor. 

Q@. What was it when these advances were made? 

A. I believe a trucker; trucker and contractor. 

Q. When you use the term ‘‘contractor,’’ do vou 
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use it to mean a person engaged in the business of 
contracting with you to haul out the scrap on the 


job? 
A. I would like to correct myself there. 
Q. Surely. 


A. Pedrante in this case was a trucker, and 
later a trucker and contractor. I distinguish be- 
tween the two in this respect, in that Pedrante 
would go work or where our crew was wrecking; 
he would take his truck there and have it loaded 
and haul it then to the Alaska Junk in Portland, 
or wherever was designated. In other words, the 
actual dismantling work was being done by someone 
else than Pedrante. As a contractor and trucker I 
referred to him whereby he did the dismantling and 
the loading and hauling. 

Q. In this case, which represents the time De- 
cember 1938 to 1940, he merely acted as a trucker 
for Alaska Junk? A. Bhat s rieht 

Q. Where did he operate? What particular 
territory did [898] he cover? 

A. <Any place in the State of Oregon or Wash- 
ington. As I recall in this particulay instance, one 
Was up around Enterprise, Oregon, and the other 
was from Mukilteo, Washington. 

Q. These advances, were they made for the pur- 
pose cf enabling him to carry out and finance his 
trucking contract with Alaska Junk? A. Mikes: 

Q. So far as you know, as advances were made 
to him, were they ever made if he had no contracts 
for trucking with Alaska ? A. Definitely not. 


346 Sam Schnitzer vs. 


(Testimony of M. R. Schnitzer.) 

Q. Definitely not? A. That’s right. 

Q. Is it true generally that all the concerns that 
we are talking about were in the same category 
with respect to that? 

A. If we couldn’t make some money out of it 
or get some benefit out of it, we wouldn’t be inter- 
ested in making the loan. 

Q. You would not be interested in making the 


loan? A. Not as a loan. 
Q. Now, in this particular case, did Alaska Junk 
sustain a loss on that account? A. Yes. [898% 
Q. How much of a loss? A. $2;258e@ 


Q. And do you know what the contract covering 
that period of time called for in terms of gross pay- 
ments to him for his services of trucking? 

A. Will you repeat that? 

Mr. Mareussen: Will you read that, Mr. Nelson, 
please? 

(Whereupon the last qnestion was read aloud 
by the reporter as above recorded.) 4 


A. I seem to remember a figure of six and one 
half dollars a ton from Enterprise. 

Q. (By Mr. Mareussen): I am thinking in 
terms of the total amount? 

A. No; I could not tell you. 

Q. What was done on the books of Alaska with 
that loss? A. Charges to bad debts. 

Q. It was not charged as a part of the cost of 
trucking ? A. Nose 
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Q. The effect, insofar as the business of Alaska 
is concerned, would be the same? 

Mr. Jones: That calls for a conclusion on the 
part of the witness. 

My. Marcussen: You have called for a lot of 
conclusions. [400] 

The Witness: Still the net result. 

Q. (By Mr. Marcussen): The net result is the 
same ? 

A. Still the net result is the same; you would 
like to know why there was a loss? 

Q. Well, I should beware of a horse bearing 
gifts; but if you wish to state why there was a loss, 
go ahead. 

A. He got mixed up in another hauling contract 
which was not very good for him. At that time he 
was heavily involved, outside of this obligation, to 
some finance company. One of his trucks was a 
total loss in an episode and fire, not covered by 
insurance, and the financing agent repossessed the 
truck, and he was left with nothing and no pros- 
pects, and that was the end of Mr. Pedrante, and 
we conld not collect the money. 

Q. IL suppose, if that had not happened, there is 
not a reason to believe that accounts would not have 
been paid up? A. That is correct. 

Q. I hand you Petitioner’s 53 for identification, 
which is the account of the Medford Bargain House 
of Medford, Oregon, and I ask vou to state what 
Was the business of that company ? 


~ 
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A. Very simmiler to the Marshfield Bars 
House and Alasks Junk on a small seale. 

Q. Amd I think vou testifed that the ad 
whieh are charged on that account were cash 
vanees on mervhandise [401] sales? 

A. That’s neh. 

Q. And di Alaska stand in the relationship 
wholesaler and retailer in thet operation? 

A. So far as merchandise was concerned. 

Q. Aleska Junk was the wholesaler, acam, 
ther were the retailer? A. That is correct. 

Q. Ami were purchasing matertals? 

& Fe 

Q. Were ther also emzaged im the busimess 
sumtreactiag with Alaske Junk for the purehes 
serap and salvace. or fer the prodwetion serap = 
salvage operations ? 

A. Ne: they would sell Aleska Junk serap. a 
would borrow or get another advanee, either 
ehandise er ¢ash, amd im this case, both: and & 
they would repay with serap iron. 

Q. Was their situation simular to some of 
others that vou beve noted? 


A. Simulaz to M. Turn and Marshfield Bareaiz 


Q. And did they come to vou and sav. “We ha 
a eal fer seme serap. Are you interested? 


vet are we will wet If. 
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Q. And say, **We will protect you and deliver 
the serap to you.”’? [402] 

A. That’s right. 

Q. And those organizations got the profit and 
Alaska would get the scrap? 

A. We figured to make a little profit; but we 
wound up with the serap. 

Q. And you would get the scrap and make a 
little profit on the scrap resale? 

A. That's right. 

Q. I think you testified with regard to the Med- 
ford Bargain House that some of the advances had 
been made while they were in debt to Alaska? 

A. Yes. 

Q. What do you mean by that? 

A. They had a balance for merchandise and 
then they came in and said, "‘Give me one thou- 
sand,’ or ‘“‘Give me two thousand, and we will 
deliver to you in three months, or six months. sufi- 
cient scrap to offset the entire amount.” 

Q. Just a mere happenstance. wasn't it? 

A. Well 

Q. It was just a mere fortuitous circumstance 
that they happened to owe you money for goods 
Alaska had sold them, and you happened to have 
eharges on the books for goods that you had sold 
them at the time? 

A. With this difference: some of them could do 
hike Max Turn did. for mstance. he preferred to 
Keep his bookkeeping [404] straight by paying for 
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his merchandise, and later offsetting the cash ad- 

vances for scrap delivered. These people wanted 

as much as they could to pay us off later in serap. 
@. The only difference is that they ran with the 

account with respect to the goods you had sold 


them—they were slower pay, in other words? Is 
that right? Ay “Wes: 

Q. I think you testified about Plumbing and 
Heating Sales Company? A. Yes. 


Q. I hand you Petitioner’s 55 for identification. 
‘That was a corporation, as I recall it? 

A. Yes. 

@. And Alaska Junk purchased stoek in that 


organization ? BN VCE, 
Q. Did Morris Schnitzer ? A, Novsie 


Q. Did Alaska Junk organize this company ? 

A. The Alaska Junk and Mr. Shea. 

Q. How much stock did Alaska Junk take in 
the company ? 

A. I believe $3,000 which was offset to the ac- 
count. 

Q. $3,000? A. $3,000. 

Q. Do you know how much stock Shea had in it? 

A. He subscribed $2,000, but never did pay for 
it. [404] 

Q. Was the payment for the stock, as I under- 
stood you to testify, effectuated by an offset against 
the account ? A. Yes. 

(). At the time of the offset, or just prior to the 
offset, what was the amount of the account? 
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A. $8,700 in round figures. 

Q. What was the date? 

A. The date of the entry was March 20, as of 
January 26, 1940, when the company started. It 
was three months later when they had actually ad- 
vanced $8,700. 

Q. And then they offset $3,000 against that? 

A. That is right. 

Q. And what is the highest amount that account 
reached after the stock was issued? 


A. $39,000 odd dollars. 

Q. When was that? A. June of 1941. 

Q. Who was the manager of that company ? 

A. E. A. Shea. 
QQ. The advances, as I recall were cash and 
~ merchandise ? A. Yes. 


Q. The merchandise was sold by Alaska, was it, 
to this company ? A. Yes. 

Q. In effect, was Alaska again the wholesaler 
and this [405] company the retailer? 

A. Yes. In this case, the company, the Plumbing 
and Heating Sales Company, were more than re- 
tailers; they were installers as well as retailers; they 
were in the business of installing plumbing as well 
as selling plumbing. 

Q. They were plumbing contractors? 

A. Yes. 

Q. And as plunbing contractors, I presume they 
sold materials on some oceasions, and, as you testi- 
fied, on other occasions they installed materials on 
contract ? ne “Uinats richie 
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Q. Referring now to the testimony about the 
bank loans and the interest rate that Alaska was 
required to pay. Do you know whether Alaska ever 
received money for less than 6 per cent? 

A. Not from the First National Bank until some- 
time after I had left there. J am not speaking about 
the 20’s; in the early 30’s it was 7 per cent, and 
during a large part of my stay there it was 6 per 
cent. Subsequent to my stay there I understand 
they did get it for considerably less. 

Q. But prior to 1944, they never had any 4 per 
cent loans that you know of? 

A. No, definitely not, except that there were 
some 3 per cent loans secured by cash valne of life 
insurance. 

Q. Do vou know whether the partners of Alaska 
Junk ever [406] endorsed the notes of Oregon steel? 

A. I beg your pardon. 

Q. Do you know whether the partners of Alaska 
Junk ever endorsed the notes of Oregon Steel ? 

A. Which notes? 

Q. The First National Bank? 

A. I don’t know. 

Q. Referring to your testimony concerning your 
advice to the partners of Alaska Junk concerning 
how much they could afford to put into this Oregon 
Steel venture, I think you stated it was your advice 
that they could not exceed $125,000, which they 
eventually agreed to take in stock? 

A. That is right. 
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Q. Now, isn’t it just as easy to lose money on 
these advances that were made ? 

A. These losses? 

Q. Isn’t it just as easy to lose money this way 
on these advances as it is on the stock? 

A. There were losses. 

@. In other words, it doesn’t make any differ- 
ence, Mr. Sehnitzer 

Mr. Jones: If the Court please, I will object to 
that as argumentative. 

-Mr. Marecussen: If your Honor please, there is 
no argument with the witness; there is nothing argu- 
mentative [407] about it. 

The Court: I think this should be permissible on 
cross-examination. He testified that he said that 
they could not afford to buy any more stock. I will 
overrule the objection. 

Mr. Jones: May I have an exception ? 

The Court: It is noted. 

Q. (By Mr. Marcussen): How do you account 
for it, Mr. Schnitzer, that actually they had ad- 
vanced several hundred thousand dollars in that 
account, hadn’t they? A. At what point? 

Q. Over a period of years to Oregon Steel ? 

A. Yes, they did. 

Q. And can you recall the date on which they 
increased their holdings of one third to two thirds? 

A. I think you have it there (indicating docu- 
ment); approximately December of 1942. 

Q. Would vou check on Exhibit 26, which is the 
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general account of Oregon Steel on the books 6f- 
Alaska, and ascertain what was the balance in that 
account on the date in question in December of 
1942? A. $299,000. 

Q. I think you testified that that was the amount 
of the balance as of October 31, 1942? [408] 

A. That happened to be right. 

Q. And that on November 30, I think vou’stated 
that on November 30 the balance was $331,000? 

A. 2301.000. 

Q. Oh. I see. What was the highest balance in. 
the month of December there, without splitting 


hairs: just generally? A. $572,000. . 
Q. As of what date? A. December 31. ¥ 
Q. Is that the date on which they had this une 

derstanding? A. Wo. sir. 

Q. What was the date? . 

A. I believe it was during the month of Novem 
ber: or the latter part of October. ; 

Q. I think you testified it was December some 
time? A. What was that question? 


Q. When was it that vou undertook to reverse 
the ratio of the stockholdings? 
Sometime in December. 
Sometime in December? 
That’s right. 
That $500,000 figure that you mentioned, was 
that in December 1942? 

A. Yes. that was after the $100.000 advance to” 
working capital. and also a payment to the Firs® 


= 2 @ > 
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National of a [409] $100,000 note, and it was after 
the RFC loan, and after the stock was issued, or 
was supposed to have been issued,—let us put it 
that way. 

Q. What was the amount in December? 

A. $301,000 at the beginning. 

Mr. Marcussen: Counsel, may I ask when did 
you fix the date in December for the undertaking 
on the part of Alaska to take two thirds of the 
stock ? 

Mr. Jones: I don’t know: it was sometime in 
the month. It was an oral arrangement, and that 
is as near as I ean place it. 

The Witness: May I suggest something? 

Mr. Marcussen: Yes. 

The Witness: If the agreement was in the early 
part of December, the fifth or sixth or thereabouts, 
the girl at that time would not have completed her 
posting for November, and the figures we have used, 
some figure of $299,000, would not be the November 
figure. 

Q. (Br Mr. Marcussen): What are vou refer- 
ring to? 

A. This $299,000 figure. With reference to the 
entry later of the $174,000 of debentures and $1235.- 
000 of stock: with the $174,000 of debentures and 
the $125,000, that was intended to wipe out the 
account at that time. 

Q.’ How do you reconcile the advice which vou 
eave to [410] Mr. Wolf that they could not afford 
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to take any more stock than $125,000, with the faet 
that they already had at that time, that is, the 
Alaska Junk had a total investment of $299,000 
or $300,000 already ? 

A. There are two answers to that, or, rather, 
two phases to that. In the first place, during this 
particular period they anticipated that the mill 
would be in operation during the middle of June of 
1943, and that the mill would be making a profit 
and would be able to retire in a comparatively short 
time any obligations which they had, which, of 
course, would not include capital stock. On the 
other hand, capital stock 1s a frozen fund, and that 
capital stock of $125,000 along with the capital 
stock in Industrial Air, along with the capital stock 
in Central Supply, combined with the open accounts 
which were not at that time lhquid, and which were 
in very substantial sum, not too far from the total 
capitalization of the Alaska Junk,—with the addi- 
tion of frozen funds,—if they were going to the 
Bank to borrow some money, the Bank would turn 
them down in view of the fact that their capital 
was in frozen assets. 

Q. By “‘frozen,’? vou mean stock and advances 
to these companies that we have been talking about? 

&. ‘Wiatis right. 

Q. Weren’t the so-called advances, as distin- 
guished from the capital stock, just as frozen as 
the capital stock at the [411] time? 

A. These accounts? 
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Q. Yes. 

A. ‘The difference was that the mill was expected 
to start producing in six months, that is, six months 
later, and to pay off; but they could not possibly 
pay off that stock. 

Q. If the mill had gone to producing and began 
making $50,000 monthly profits, the stock would 
have been indeed good collateral for any loans which 
the company would have needed from the bank? 

A. It seldom, however, has ever had to resort 
to collateral. The fact is, if the mill had profits, it 
had this obligation of $174,000, together the $125,- 
000 investment,—in that case the Alaska Junk 
would not have to use collateral in order to get 
money. 

Q. I don’t know whether I understand you. 

A. If the mill had made $50,000 a month profit, 
it would have soon cleaned up its current obliga- 
tions and there wouldn’t have been any collateral 
needed. 

Q. ‘The money in any event was tied up, whether 
it was tied up in stock or tied up in advances ? 

Pee What's right. 

Q. Assuming it were true that the partners of 
Alaska Junk expected to get paid back on their 
open account out of profits, the fact was that the 
advances were made right from [412] the very be- 
ginning in order to establish and found this mill? 
Is that correct? A. That’s right. 

Q. So it must have been considered by them, 
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was it not, there would be considerable delay before 
they could expect repayment? Isn’t that correct? 

A. No; they figured they would start getting 
their money back in the middle of 1948. 

Q. The middle of 1948, that still would be two 
years from when it was organized? What is the 
first entry in that account? Isn’t it true it was 
October 1, 1941? 

A. That is right; for $10,000, 

Q. I think that is sufficient, Mr. Schnitzer. Now, 
I think you stated that some of the funds that were 
advanced to Oregon Steel were used to pay sup- 
pliers. Supphers of what? 

A. Equipment for the construction of the mill 
and supplies in the operation of the mill. 

Q. What supplies in the operation of the mill? 

A. IT never was in the mill to see what they actu- 
ally bought, but in a normal operation of a mill 
such as that, vou would include virtually everything 
from waste to coke, and everything that goes into 
the manufacture. J think the word ‘alloys’? would 
be better, and what not. 

Q. They could not have needed very much of 
that. because they operated only about six weeks 
or so? [213] 

A. That part of the supplies was apparently a 
nominal figure. 

Mi. Marcussen: May I ask counsel whether he 
proposes to establish in the evidence what propor- 
tion of the advances made in the general account, 
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namely, Exhibit 26, were in form of the four cate- 
gories that this witness has testified to? 

Mr. Jones: We have them broken down into 
three: cash advances, merchandise sold, and the 
third-party vendors bills paid. That is not broken 
down as to whether Alaska or Oregon Steel placed 
the order, but we have it in those three categories. 

Mr. Marcussen: May I have Exhibit 6, please? 


(Clerk hands document to counsel.) 


Q. (By Mr. Marcussen): I hand you Exhibit 
6, and refer you to the $83,000 on page J-23, which 
I think you testified represented the adjustment 
that was made between Morris Schnitzer and Alaska 
Junk to cover the guarantee agreement which they 
had? A. Yes. 

Q. Now, can you tell me how that amount was 
computed ? A. I can read my entry. 

Q. I wonder if I were to give you a slip of 
paper, whether you would quickly take the figures 
and make an analysis of that amount? 

f= | can do it better than that. I can ask Mr. 
Johnson [214] for the original computation; he has 
got it. 

Mr. Marcussen: Wall that be in evidence, coun- 
sel? 

Mr: Jones: Yes. 

Mr. Marcussen. I will withdraw the questoin 
from this witness, if your Honor please, and I am 
about to conclude my cross-examination of this wit- 
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ness; however, I would like to have a five minute 
recess to look over my notes. 

The Court: Yes, we will take a five minute re- 
cess. 


(Whereupon a five minute recess was taken.) 


Mr. Marcussen: No further cross-examination. 
The Court: Do you have any further questions? 
Mr. Jones: Yes, I have about 3 or 4, your Honor. 


Redirect Examination 
By Mr. Jones: 

Q. My. Schnitzer, where was the National Ma- 
chinery Company located? 

A. In Eugene, Oregon. 

Q. Referring you to the National Machinery 
Company account, I believe it is Exhibit 41, is 4 
not? A. Yes, I believe so. 

Q. J am handing you National Machinery Com- 
pany account, and I want you to state whether there 
was a bad debt there? 

A. Yes, we wrote off $30,000 odd in 1933. 

Q. I will refer to Exhibit 56 and ask you if, in 
part,—if this bad debt is reflected on the Exhibit? 

A. Yes, sir. 

The Court: What exhibit do you have reference 
to? 

The Witness: This exhibit is the Treasury De- 
partment Report on the return for the year 1933. 

The Court: What is the number? 

Mr. Jones: It is 56. 


Commissioner of Internal Revenue 361 


(Testimony of M. R. Schnitzer.) 

‘he Witness: 956. 

Q. (By Mr. Jones): What was the tax return 
for 1933? A. What is that? 

Q. I would lke to show you the tax return for 
1933; I believe it is Exhibit 29 (hands document 
to witness) ? A. Viat’s rieht, 

Q. Can you state whether on Exhibit 29 the same 
bad debt is indicated for the year 1933? 

Mr. Mareussen: If your Honor please, I think 
this inquiry is immaterial, and Respondent objects 
to it on that ground; also the characterization of 
an immaterial matter as a bad debt. 

The Court: J think counsel brought out on 
cross-examination matters along the same lines. I 
will overrule the objection. 

Q. (By Mr. Jones): Well now, do you know 
whether the National Machinery Company,—what 
is the amount of the National Machinery bad [416] 
debt as indicated on Exhibit 41? 

A. $30,437.17. 

Q. And what was the amount of the bad debt 
deduction taken on the 1943 tax return ? 

A. 38,900.18. 

Q. And was that allowed as shown by the rev- 
enue agent’s report, Exhibit 56? 

A. Yes. There is a note to the effect that it 
appeared that a bad debt of $38,900.18,—that every 
effort had been made to collect it and it was charged 
off. 
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Q. Do you know whether that item of $30,000 
is in the $38,000 item? NS GS, 

Q. Was that debt incurred through advances of 
merchandise ? 

A. Advances made in merchandise, services, or 
cash. 

Q. Will you give us an example of an advance 
of merchandise? 

A. An example of an advance in merchandise? 

iO. Ves: ‘ 

A. Merchandise given without immediate pros- 
pect, or merchandise sold beyond regular treatment. 

Q. It is not the same as selling merchandise on 
credit? 

A. It is, but only on different terms. I think 
you are referring to sales such as merchandise given 
to the Medford [417] Bargain House. Normally 
bills will be due the 10th of the month following 
the date of sale. But when we referred to merchan- 
dise advances, it might mean that they would be 
paid out of merchandise, which might mean three 
months or six months or a year. 

Q. I see. My attention has been called to the 
fact that in mentioning the accounts, Exhibit 48 
was not called to your attention. I will just briefly 
hand it to you here and ask you to state what Pefi- 
tioner’s 43 for identification is? 

A. These are the original ledger sheets of the 
Alaska Junk Company from its accounts receivable 
ledger, covering the account of Schnitzer Steel 
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Products Company from July of 1936 until March 
31, 1948. 

Q. Will you state what the items on there are? 

A. What do you mean? 

@. Will you give the general categories of the 
items there ? 

A. his is a combination of merchandise and 
cash advances to Schnitzer Steel Products. 

Q. ‘There are cash advances on there? 

A. Yes 

Q. And who was Schnitzer Steel Products? 

A. Morris Schnitzer. 

Q. Did the partners of Alaska Junk have any 
interest in Schnitzer Steel Products? [418] 

i Nojesir. 

Q. How were those advances, cash or merchan- 
dise or funds, to the Schnitzer Steel Products made 
by Alaska? 

A. In the same way as to any other firm. 

Q. How were they repaid? 

A. ‘They were paid partially in scrap iron and 
in other merchandise which they would salvage 
from their operations of their own; and in cash. 

Mr. Jones: You may cross-examine. 


Recross-Hxamination 
By My. Marcussen: 
Q. With respect to Sie liza Steel Products, re- 
ferring to Petitioner’s 43 for identification, Mr. 
Schnitzer, these cash advances that were made, were 
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they also made to enable Schnitzer Steel Products 
Company to secure scrap for Alaska Junk? 

A. In some eases. 

Mr. Marcussen: Will it be brought out eventu- 
ally what the porportion was for cash? 

Mr. Jones: Yes. 

Q.. (By Mr. Marcussen): And in other in- 
stances? 

A. To help the son of one of the owners to get 
along. 

Q. To help the son of one of the owners to get 
along? 

A. To help the son of one of the owners of 
Alaska Junk [419] to get along in his business. 

Q. Morris Schnitzer is the son of Sam Schnitzer, 
one of the owners of Alaska Junk? 

A. That’s right. ~ 

The Court: I would like to ask the witness a 
question. What relation are vou to any of the 
parties ? 

The Witness: I am a nephew, sir. 

The Court: You are a cousin of Morris? 

The Witness: That is right. 

Mr. Jones: What relationship are you to Manuel 
and Morris Schnitzer? 

The Witness: They are brothers. 

Q. (By Mr. Marcussen): Calling your atten- 
tion to Petitioner’s 41, which is the account of 
National Machinery Company. I think you testified 
in connection with that account as to what was 
meant by merchandise advances. 
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Mr. Jones: Not in connection with that account, 
but just generally. 

Mr. Mareussen: All right. Just generally. 

Q. (By Mr. Mareussen): As to all the accounts 
that we having been talking about this evening, is 
it your testimony that they were all longer pay 
accounts than the usual accounts ? 

A. If I understand your question correctly, I 
understand [420] you to mean, are they all slow 
pay,—is that right? 

Q. Iam sorry, I didn’t hear you. Will you read 
the answer, please. 


(Whereupon the answer of the witness was 
read aloud by the reporter as above recorded. ) 


Q. (By Mr. Marecussen): Yes. 

A. No; may I add something? 

Q. Surely. 

A. You asked me if some of these,—how we 
treated the balances. I told you that they were 
handled as bad debts. I want to add, in the case 
of National Machinery and in the case of Plumbing 
and Heating Sales Company, we did that; but where 
we made some recoveries later, as we did in some 
of the accounts, we credited it back to recovery. 

Q. You will recall on cross-examination that we 
had considerable discussion about a number of com- 
panies; I think I have them all listed on the list 
that I hand you here (hands document to witness). 
On vour direct examination it was brought out that 
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the accounts for those companies and individuals) 
arose through cash advances, in some instances, . 
and merchandise sales in other instances. Never- 
theless, in cach instance there was both merchandise - 
and cash? A. No. 

' Q. There was not? [421] 

A. In some instances it was cash. 

Q. In some cases where contractors were haul- 
ing likewise it was cash? A. That is Tigh® 

Q. With the exception of those, the advances 
consisted of both cash and merchandise? 

A. Here is another one; Steel Tank and Pipe 
was cash. 

Q. Now, where merchandise was mentioned in 
respect to those accounts, they were merchandise » 
sales in the course of the Alaska Junk Company’s 
business, were they not? A. That is right. 

Q. And in some instances, it is your testimony 
that they were slower pay, from three to six months, 
instead of ten days? 

A. In some instances, because of that arrange- 
ment, they were slow to pay. : 

Q. Because of the arrangements you made with 
them? 

A. It would be all right not to pay until they 
got some scrap iron. 

Q. Can you tell what the arrangements would 
be in some cases? 

A. For example, in the case of Medford Bargain 
House, they bought merchandise which was added 
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the accounts. and combined with the cash we ad- 

Wanced, with the understanding that it would be 

paid with scrap which they delivered some [422] 

months later. 

 @. In other words. vou made sales to those com- 
ves, and it happened that they were companies 

that were engaged in picking up scrap on salvage 

operations ? A. That's right. 

Q. And those operations were frequently over 
an extended period of time, is that correct? 

A. That is right. 

Q. And that is what you meant by special ar- 
TFangements in those cases? A. Yes. 

Q. And the understanding would be, since they 
were also customers of Alaska, they could reimburse 
Alaska amd pav for the merchandise that Alaska 
had sold to them, by delivering to Alaska scrap, as 
a part of the arrangement? 

A. That is true, but coming back to the Med- 
ford Bargain House. where they purchased mer- 
chandise and did not pay for it in one vear’s time. 
Or in ether instances where it was not paid in 30 
davs. where it was a longer time. they had made 
arrangements for those terms. 

Q@. Ther had made arrangements for those 
terms ? A. Wes. 

Q. This $30.000 loss in connection with the Na- 
tional Machinery Company. was that in respect to 
merchandise sold to that company? [423] 

A. Largely. 
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Mr. Mareussen: That is all I have. 
Mr. Jones: Just a minute. 


Redirect Examination 
By Mr. Jones: 

Q. Will you look into the accounts in there and 
give some indication of what they show with respect 
to cash advances? A. What accounts? 

Q. National Machinery. 

A. National Machinery? 

Q. Yes; or the bills paid for National Ma- 
chinery. 

A. I want to point out again, Mr. Jones, that 
this is not complete; it starts in January 1928, and 
they had been operating for several months; and 
prior to that the books had been kept on a different 
basis, on different kind of paper than here. 

@. Tell me, is there ever any balancing off in 
there? Did they ever strike a balance? 

A. No. 

Q@. That is an account that was completely un- 
balanced and unliquidated to the end? 

A. That’s right. 

Q. Is there any evidence of how much cash 
there is in that? 

A. I don’t know whether you can get that in- 
formation. [424] 

Q. What do you consider with respect to bills 
paid; are they in a category of merchandise fur- 
nished or cash advances ? A. Cash advances. 

Q. By that vou mean bills paid by Alaska on 
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behalf of this company here, the National Ma- 
ehinery ? 

A. Yes; you will find those in particular at the 
tail end of the account. 

Mr. Jones: No further questions. 

Mr. Marcussen: No further questions. 

The Court: You may stand aside. 


(Witness excused.) [425] 


* *% * 


PROCEEDINGS 
June 12, 1948—9:00 A.M. 


The Court: You may proceed. 
Mr. Jones: Mr. Monte Wolf. 
Whereupon, 


MONTE L. WOLF 


called as a witness by and on behalf of the Peti- 
tioner, having been first duly sworn, was examined 
and testified as follows: 


Direct Examination 

Mr. Jones: 
Will you state your full name? 
Monte L. Wolf. 
Are you one of the Petitioners in this case? 
Yes. 
You are the son of Harry J. Wolf and Jen- 
nie Wolf? Aa Ges: 

Q. Harry J. Wolf, one of the Petitioners? 


By 


Prere, 
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A. Yes. 
Q. You are a brother of Blossom Goldstem and 
Charlotte Cohon? A. Yes. 


Q. Who have already testified ? 
A. That is right. [485] 
% * * 

Q. When did you start working for the Alaska 
Junk Company ? 

A. Ever since I was a little fellow. I used to go 
there after school when I was about nine or ten 
years old, and on Saturdays, and I used to go down 
there with the folks and go to work. In those days, 
the early days, I used to have a trneck,—— 

Q. Now, since when have you devoted your full 
time there? A. Since 1921. 

Q. Did you ever have any experience in steel 
mills? A,” Nove 

Q. Did your father? A, New sie 

Q. Now, what were your duties at the Alaska 
Junk Company during the years 1941, 1942 and 
1943? 

A. My duties were confined to buying and sell- 
ing, and [452] helping with the organization as far 
as the personnel was concerned of the Alaska Junk. 

Q. Did you have anything to do with pricing? 

A. Yes. 

Q. Explain that? 

A. Whenever a charge was made, even after it 
had been priced by the head of the particular de- 
partment, it had to either go through my hands or 
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Manuel Schnitzer’s hands for correction or check- 
ing. Every charge before it went to the bookkeeper 
to be posted, it had gone through from anywhere 
to three to five hands. 

Q. At what price was the merchandise sold to 
Oregon Steel? 

A. Atthe regular prevailing market prices. Pip- 
ing is based upon Moore’s Pricing Manual. 

Q. What do you mean by the Moore pricing ? 

A. The Moore price is the price that all of the 
organized dealers in pipe and plumbing use as a 
basis. 

Q. Does he get out a list of some kind? 

A. Yes, they have a list of iron piping and 
plumbing; and in each division it states the retail 
price and the wholesale price, and so forth. 

Q. What is that called? 

A. That is called the Moore Price Book. 

Q. Would machinery be priced in it? [453] 

A. Machinery would be priced on a percentage 
of the list price. The general usage before the war 
was that if a machine was in reasonably good con- 
dition, and it could be put in operation, it would 
be priced at fiftv per cent of what it cost new. 

Q. Do you have or did you have a factory lst 
of those things? A. Yes. 

Q. And were they used in this pricing? 

A. Particularly the items that we concerned 
ourselves with, that went into the mill, such as sup- 
plies of pipe and steel,—we are steel jobbers, and 
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we have a regular list from the steel jobbers as to 
the price of steel. 

Q. The prices that you charged, how would they 
compare with the charges to purchasers, other pur- 
chasers of the same class of merchandise ? 

A. Those prices were the same prices that we 
charged to any other industrial concern. — 

Q. Were you present at any time at which a 
conversation took place in which your father or 
Mr. Schnitzer engaged concerning the investment 
in Oregon Steel? A. Yes. 

Q. Will you tell us what those conversations 
were? 

A. My father and mother had agreed with Mr. 
Schnitzer and the Schnitzer family that, as far as 
the Alaska Junk [454] Company was concerned, all 
that they wished and saw clear to invest in the steel 
mill was $62,500; that was about 625 shares, or 
thereabouts. Im the latter part of 1942, I remember 
there was a conference in the office where Morris 
Schnitzer and his father came in and started talk- 
ing to my dad, stating that it would be necessary 
for the Alaska Junk to take more stock. My father 
said that he didn’t want to put any more in stock, 
but he said he would have to find out; and he talked 
it over with mother. Morris Schnitzer said, ‘‘I have 
1250 shares, and it is more than I can carry, and 
I would like to work it out so that I could turn half 
of that over to the Alaska Junk,’’ which would mean 
that he would have one third, and the Alaska Junk 
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would have two thirds. So, they discussed that, and 


my mother and father agreed, 

Q. Do you know whether there was ever any- 
thing said with respect to any more than that to 
be put in? 

A. No, because I know that my father was 
rather close with the personnel, and he was very 
close to our bookkeeper, and he knew the situation 
pretty well, and he talked over with the accountant, 
and he didn’t want to invest any more because it 
would affect the freedom of the Alaska Junk to 
earry on other functions of the business if too much 
money was put into that one project. 

Q. Do you know whether the Alaska Junk did 
any business with Oregon Steel? [455] 

A. Yes, we did; we sold them scrap iron, and 
from the beginning they have kind of favored us 
when new steel was hard to get,—which is very 
difficult to get,—and they have sold us new steel 
because we are steel jobbers, and we do get a quite 
a lot of steel from them today. 

Q. How long had that situation continued since 
the Alaska Junk sold Oregon Steel to Mr. Hall and 
Mr. Mears? 

A. We have been doing it right along; that 
situation has continued right along. 

@. And ever since they started, they have been 
selling you steel ? A. That is right. 

The Court: Does your family or any of them 
own any stock in the Oregon Steel? 
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The Witness: No; when it was sold out, it was 
sold out at one time; and it was sold out because 
the partners, the men and the women decided it was 
the best that they could do at the time. 

The Court: Alaska Junk has no interest at all 
in Oregon Steel today ? 

‘The Witness: It has no interest in the steel mill 
whatsoever, outside of what goods they have. 

The Court: Don’t they have note interest? 

The Witness: That is right; they have a note 
interest. [456] 

The Court: Those are the mortgage notes ? 

The Witness: Mortgage notes; yes. 

Q. (By Mi. Jones): Do you know of your own 
information whether there was any intention on the 
part of Alaska Junk Company to invest more than 
their final investment in the Oregon Steel? I mean, 
in the capital stock ? 

A. No; it was never intended to put any more 
in. 

@. My question is, do you know that of your 
information ? A. Yes, I know. 

Mr. Jones: All right. You may cross-examine. 


Cross-Examination 
By Mv. Marcussen : 
Q@. Is there a great demand for scrap steel now? 
A. Yes. 
@. Serap iron and steel? A. Yes. 
Q. I! presume that is reflected in the prices? Are 
you aware of that? 


Commissioner of Internal Revenue 379 


(Testimony of Monte L. Wolf.) 

A. Yes; the prices today for prepared scrap are 
$26 per gross ton; that is what we receive from the 
steel mills. 

Q. Since November 238, 1948, do you know 
whether Oregon Steel has purchased considerable 
amounts of scrap from Alaska Junk and Morris 
Schnitzer ? 

A. Yes, and not only from them; they have pur- 
chased from [457] others too. 

Q. Can you tell me whether they have wanted to 
purchase more than they actually had purchased; 
did you always have enough? 

A. No; Alaska Junk has never had enough to 
take care of their needs. 

@. In the servicing of your customers of Alaska 
Junk, do you attempt to make a fair and equitable 
distribution to your customers ? 

A. Yes, because of the fact that we are steel job- 
bers, if we did not give the steel mills the scrap, 
naturally they would have no incentive to give us 
new steel. 

Q. When did Alaska Junk first become steel 
jobbers ? 

A. Oh, we have been steel jobbers ever since I 
can remember. I would say we were steel jobbers 
from 1931, and probably a few years prior to that. 

Q. Did Alaska Junk sell any scrap to any other 
eoncerns than the Oregon Steel people? Does it? 

A. Qh, yes. 

Q. What companies would there be? 


376 San Schnitzer vs. 


(Testimony of Monte L. Wolf.) 

A. The Bethlehem Steel in Seattle; we have sold 
in years gone by to the Northwest Steel Rolling 
Mills, which is located in Seattle. 

Q. Are those the only two? 

A. There have been times when scrap was hard 
to get, and [458] we have shipped east; I don’t 
recall the names of the firms; but, basically, I would 
say that prior to the time we helped build the steel 
mill, we were agents of Bethlehem in this particular 
area, and we supplied 90 per cent of our steel scrap 
to them. 

Q. Did you ever hear of any discussions among 
the partners, either at the office of the firm or at 
your home concerning the prospects for the sale of 
stock in Oregon Steel to outside interests ? 

A. Towards the latter part of 1943, from Sep- 
tember on, yes, I did hear discussions. 

@. And what was the nature of those diseus- 
sions ? 

A. Well, I know that Manuel Schnitzer and his 
mother were busy running over to Kaiser, and 
running over to Electric Steel and over to the plant. 
Thev were trying to interest Dulien from Dulien 
Steel Products. They got to the point where they 
could not operate the plant, and they couldn’t let 
go of it, and they had to do something real fast. 

Q. What kind of deal were they trying to work 
out with Dulin, if vou know? 

A. Thev were trying to work out a deal with 
Dulien that he would buy an interest in the mill. 
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@. And that stock would be issued to him? 

A. Yes, stock would be issued to him; and it 
even got to the point where they tried to sell the 
whole thing; because [459] it got to the point where 
they knew they could not swing it. 

@. And how much stock did they want Dulien 
to take? 

A. My dad and the Schnitzers usually took care 
of those things themselves, and I didn’t know too 
much of the details. 

Q. Weren’t you connected with the business at 
that time? . 

A. My part of the business consisted mostly of 
staying around the plant. 

Q. What plant? 

A. The Alaska Junk, or the warehouse, to see 
that our trucks were operating correctly, and to see 
that the shipping clerk was functioning properly, 
and the buying and selling; but when it came to the 
larger projects, I didn’t know too much about them. 

Q. You are the son of one of the major partners 
of the business, and you were actually associated 
with the business ? A. That’s right. 

Q. You say you cannot recollect any figure that 
was mentioned in connection with their interest? 

A. I know the particuar figure of $125,000, and 
the stepping up of that figure from $62,500. 

Q. I am not asking about that. I am asking 
about any figures in connection with your desire for 
additional stock to be issued to outside parties. 
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A. No, I don’t know what that would break down 
to; I know they wanted to sell the mill; and I knew 
we had a lot of [460] money that was tied up in 
accounts receivable and the mill. 

Q. But here we are at a very crucial point in 
the development of this business of the Oregon 
Steel, in which both the Schnitzer family and the 
Wolf family have made tremendous advances, hun- 
dreds of thousands of dollars to the corporation, 
particularly in the form of advances,—partly in the 
form of advances of stock and partly in the form of 
these so-called advances that we have been discuss- 
ing in the course of this trial. Now, there comes the 
crucial time when it looks as if you might lose a lot 
of money. Now, do vou have any idea of what the 
figure was or what the amount of money was that 
they wanted to raise by way of stock issue at that 
time ? 

A. All I knew, when the corporation was formed 
they issued or were to issue $250,000 worth of stock. 
But so far as how much money or the prices of the 
stock, I knew nothing about that, with the exception 
that at one time they told me,—they had a deal they 
had worked out with Kaiser for Kaiser to take the 
whole thing, and we would get our costs back. And 
then additional money was also tied up in other 
accounts which we had, accounts receivable, and I 
think it came to $1,000,000. 

@. I am not talking about efforts to secure a 
purchaser for the mill. I am talking about your 
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efforts to secure funds from outside parties by the 
issuance of stock? 

A. I cannot remember anything of that. 

Q. Who else did they attempt to interest at that 
time, [461] at the end of 1943? Who else did they 
attempt to interest in the purchase of stock in the 
corporation besides Dulien ? 

A. I heard them talking about Barde from 
Barde Steel, and they contacted Mr. Woodbury 
from Woodbury and Company, and it seems to me 
there were some others. There were some people 
from the South, from somewhere in California, and 
I think they were supposed to send engineers to 
inspect the plant, because they were contemplating 
buying it. And then I heard when Kaiser was very 
much interested in the project, and then he got cold 
feet. Even though he wanted it, he could not come 
into the picture because it seemed that the steel 
corporations were very much against Kaiser taking 
it over, and then they Jost interest and dropped out. 

Q. When it was considered that additional stock 
in this corporation might be purchased by outside 
parties, what conversations do you remember con- 
eerning the relationship which would exist between 
the original interests, the old stockholders, and the 
new stockholders as to management and control and 
that‘sort of thing? 

A. Well, I know they were constantly looking 
for capable people. 

Q. I don’t. think you understand my question. 
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Just conceive the organization on the basis of the 
facts we have in the record; Morris Schnitzer and 
the Alaska Junk are the stockholders? [462] 

i §6Yes. 

Q. It is their baby, so to speak? A. Yes. 

Q. And there comes a time when it looks as if 
they are going to lose control unless they can raise 
some money, or sell some stock, and they attempt to 
raise hew capital, from outside sources to be put 
into the organization. Now then from your knowl- 
edge of the business, you can readily conceive that 
a question comes as to what the terms,— 

The Court: Cut out the argument and explana- 
tion, and go ahead and ask the question. 

Q. (By Mr. Marcussen): There comes a time 
when the question of the amount of control,—— 

The Court: Ask him what they did. Counsel has 
spent five minutes making a speech which I do not 
want to hear. Just ask the question. 

Q. (By Mr. Marcnssen): What conversation 
took place concerning the relationship between the 
original stockholders and new stockholders that 
‘they were trying to interest to invest in the new 
enterprise, Insofar as the contro] of the organization 
was concerned ? 

A. I believe the control of the organization,— 
Alaska Junk and Morris Schnitzer would try to 
keep control, even though they had to sell some of 
their own stock to attract new [463] capital, because 
I know they tried to make a deal; they went to 
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Dulien; they went to Woodbury; they went to those 
parties before they went to Mears and Hall; they 
tried to get each one to put in $150,000, and tried 
to work it out so that they could get together enough 
working capital so that they could make a go of 
the mill. [464] . 


* % * 


M. R. SCHNITZER 


recalled as a witness by and on behalf of the Peti- 
tioner, having been previously sworn, was further 
examined and testified as follows: 


Direct Examination 
By Mr. Jones: 

@. You have already been sworn? A. Yes. 

Q. You stated a rate of interest for borrowings 
for Alaska Junk on short term borrowings, 90-day 
notes at the First National Bank. You called me 
this morning to say that you made an error. Will 
you explain what it is. 

A. I stated that the interest rate during the 
years I was there was 6 per cent, but last night I 
went down to the Alaska Junk and found out that 
in 1940, during the middle of the year, it was 
changed to 5 per cent. But prior to that it had 
been six. 

Q@. There is still some doubt in counsel’s mind, or 
my mind, whether either of us asked you, Mr. 
Schnitzer, while you were on the stand, why the 
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July entries on Exhibit 26, crediting the stock and 
debentures did not get recorded until July? 

A. Yes, I testified as to that. 

@. Ave you sure that you testified as to that? 

A. Mz. Williams said I did. [466] 

Q. Will you just state it, for the record, to be 
sure ? 

A. The stock and debentures were to have been 
issued as of either late November or early Decem- 
ber, 1942. That was to have been done by Mr. 
Reilly, who was then our attorney. Mr. Reilly was 
in the habit of being somewhat slow because of the 
press of business, and he never did get all the 
certificates in in time. I never did see them, for 
that matter, and I called him up some time in July, 
and he told me that he had issued them, and then 
I made the entry. 

The Court: That is exactly what you said yes- 
terday. 

The Witness: Yes. 


Cross-Examination 
By My. Marcussen: 

@. It is your understanding that the debentures 
were actually issued in accordance with the stipu- 
lation here, on January 12, 1943? 

A. J don’t know what the stipulation shows. 

Mi. Jones: We stand on the stipulation. 

The Witness: They may have been issued, but 
the discussion was, I believe, in early December. 

Mr. Jones: We have stipulated that. 
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The Witness: That was the basis on which they 
were shown on the books at the time. 
Mr. Jones: ‘here is no question about that. 
Mr. Marcussen: That is all. [467] 
Mr. Jones: Thank you. 
The Court: You may stand aside. 


(Witness excused.) 


Mr. Jones: Now, Mr. Johnson, will you come 
forward and be sworn ? 
Whereupon 


J. F. JOHNSON 


ealled as a witness by and on behalf of the Peti- 
tioner, having been first duly sworn, was examined 
and testified as follows: 


Direct Examination 
By Mr. Jones: 

Q. Will you state your name? 

A. J. F. Jobnson. 

Q. What is your occupation ? 

A. Certified Public Accountant. 

Q. How long have you been a Certified Public 
Accountant ? Au Sinicer 1933: 

Q. And who have you worked for? 

A. I worked for Price-Waterhouse & Company 
from 1931 until 1942; from 1942 until 1944 I 
worked with the War Production Board, and since 
1944 I have been associated with Mr. Robert T. 
Jacob and his associates. 

The Court: Where? 
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The Witness: In Portland. [468] 

The Court: Has all your activity been in Port- 
land ? 

The Witness: In Portland; in Oregon and 
Washington; generally in Oregon. 

Q. (By Mr. Jones): What was your status or 
grade, or whatever Price-Waterhouse called? 

A. I started as a Junior Accountant, and when 
T left I was a Senior Accountant. 

Q. How long have you been a Senior Account- 
ant? A. Approximately six years. 

Q. Did you go to any schools to study account- 
ing? | 

A. Yes; I went to the University of Oregon. 

Q. Are you a graduate of that school? 

AZ Pam: 

@. Are you a member of any accounting associa- 
tion ? 

A. Jama member of American Institute of Ac- 
countants, and the Oregon State Society of Certi- 
fied Accountants. 

Q@. What has been the nature of your work 
while associated with Mr. Jacob? 

A. J have done general work, analyzing ac- 
counts, and obtaining data for various purposes. 

Q. What was the nature of your work with the 
War Production Board? 

A. Iwas in charge of auditing work. 

@. I want to hand you an exhibit, I believe it 
is [469] Petitioner’s 61, and I will ask you when 
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and where was the first time you ever saw that 
(hands document to witness). 

A. In the office of the Alaska Junk Company. 

Q. What was the oceasion for it to come to your 
observation there? 

A. I was searching the tax files of the company 
in order to obtain data in connection with tax re- 
turns. : 

Q. Now, for all the other years we have the re- 
ports of the revenue agents on the four partners, 
but could you find those for Rose Schnitzer or Jen- 
nie Wolf or Sam Schnitzer for that year—what is 
it, 1940? 

Mr. Marcussen: Yes. 

(By Mr. Jones): For the year 1940? 

I was unable to find them in the file. 

Are these the only ones you found ? 

Yes. 

Did you make an inquiry about them. 
Yes. 

Was a search made? 

Yes; a search was made by the office man- 
ager at the time I inquired, and he was also unable 
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to locate them. 

Q. That is the reason they were not given to 
me? A. That is right. . 

My. Mareussen: Do you know whether similar 
statements [470] were ever sent to the other part- 
ners of Alaska Junk? 

A. JI don’t know; I have tried to find them. 
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Q. (By Mr. Jones): You have made a search 
for them? A. Yes. 

Mr. Jones: I might say that we do not know, 
but we assume there was some sort of a report for 
the year. 

Q. (By Mr. Jones): Did you find anything 
for the year 1940? ; 

A. Not for the other people. 

Mr. Marcussen: Do you have any reason to be- 
lieve that any statements were issued like this for 
the other partners? 

The Witness: Well, only an assumption that, if 
they issued one to Mr. Wolf, they should have is- 
sued one to the others. 

Mr. Marcussen: But you have never seen any? 

The Witness: That’s right. 

Mr. Marcussen: And no one has ever told you 
there was such a document ? 

The Witness: 'That’s right. 

Q. (By Mr. Jones): We just never found any; 
is that right? A. That is right. 

Mr. Jones: That is all I wanted to prove on — 
that. [471] 

Mr. Marcussen: You don’t claim that any exists? 

Mr. Jones: I don’t know. I am just trying to 
account for not putting them in evidence, if there 
were not any. 

Mr. Marcussen: I see. 

Q. (By Mr. Jones): Have you ever done any 
accounting work for the Alaska Junk Company? 
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' A. Yes. 

Q. And for how long? 

A. Fora period somewhat in excess of three and 
one half years, from time to time. 

Q. I am going to hand you Exhibit 65 and ask 
you to state if you prepared this? 

A. Yes, sir. 

Q. Iam speaking now of Exhibit 65? 

A. That’s right. 

Q. From what sources did you make the prepa- 
ration ? 

A. I prepared that from the accounts carried in 
the Alaska Junk Company ledger with the Oregon 
Electric Steel Rolling Mill. 

The Court: He has not said what it was? 

Mr. Marcussen: That is not in evidence; it is 
merely for identification. 

Mr. Jones: Will you state what it is? [472] 

The Witness: This is a summary of the Alaska 
Junk Company account with the Oregon Electric 
Steel Rolling Mills, as recorded in the Alaska Junk 
Company ledger. 

The Court: For what period of time? 

The Witness: For the period October 22, 1941, 
to November 25, 1943. 

Q. (By Mr. Jones): It is a summary of this 
account here (indicating) which is Exhibit 26? 

A. That is correct. 

Mr. Jones: We offer Petitioner’s 65 in evidence. 

The Cowt: Just identified by the witness? 


e 
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Mr. Jones: Just identified. 
The Court: All right, is there any objection? 
Mr. Marcussen: No objection. 
The Court: It will be admitted. 


(The document referred to was marked and 
received in evidence as Petitioner’s Exhibit 
No. 65.) 


Q. (By Mr. Jones): Will you for the purpose 
of the record explain what that is? 

The Court: I thought he had just done that. 

Mr. Jones: J want him to tell what categories 
of accounts there are in it. 

The Court: All right. [473] 

Q. (By Mr. Jones): Go ahead. 

A. It shows cash advances, debited, bills paid, 
and so forth. Merchandise furnished and debited, 
cash receipts debited, and debit balances. 

Q. Wiuill you state how much cash was advaneed, 
the over-all total by the Alaska Junk to the Oregon 
Electric Steel Rolling Mills? A. $327,870.23 

Q. And what was the amount of the bills in- 
eurred by Oregon Steel and paid by Alaska? 

A. $166,340.16. 

Q. And what was the charge for the merchan- 
dise furnished by Alaska to Oregon Steel? 

A. $347,341.62. 

Q. What amount of cash did Oregon Steel repay 
to Alaska? 

A. The total credited by Alaska Junk on its 
records was $114,519.88. 
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@. Why did you credit this on its records? 

A. $1000 was received, as I recall, from the 
Shaver Transportation Company, 

Q. Explain it fully. 

A. And was credited by the Alaska Junk Com- 
pany records to the Oregon Electric Steel Rolling 
Mills. 

Q. How much does the account, Exhibit 26, show 
as the total [474] amount of money that Oregon 
Steel either paid directly to Alaska or that came 
into Alaska’s hands from the Shaver Transporta- 
tion Company, or whatever it was, and was credited 
on this account? A. $114,519.88. 

Q. All right. What was the balance, the unpaid 
balance, as shown by the books of Alaska Junk 
Company on this account, Exhibit 26 on the 26th 
day of November, 1943? 

A. On the opening of business on that date, it 
was $428,132.13. 

Q. What credits were made on that date on the 
account ? 

A. On November 26 there was a credit of 
$142,200.33. 

Q. And what do the books indicate that credit 
was for? 

A. The explanation is ‘“‘Our share in $151,000 
mortgage note issued in settlement of our open ac- 
count and that of Morris Schnitzer, his share, 
$8799.67. Payment on same terms as previous mort- 
gage note of $249,000; that is, $15,100, with interest 
at 6 per cent, first payment 6/1/54.’’ 
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Mr. Jones: Counsel will stipulate that the mort- 
gage referred to in this entry that was just read by 
the witness is the mortgage note which is described 
in the mortgage, Exhibit 24? 

The Court: Does counsel for the Respondent 
agree to the statement which was just made by 
counsel by the Petitioner? [475] 

Mr. Marcussen: It is so stipulated. 

~The Court: The record will so show. 

Q. (By Mr. Jones): Now, the purpose of pre- 
paring Exhibit 65 was to indicate primarily what, 
Mr. Johnson ? A. You mean Exhibit 65? 

Q. Exhibit 65, yes. 

A. It was prepared to indicate the nature of the 
charges on the books of the Alaska Junk Company. 

Q. Broken down into what categories? 

A. Into cash advances, bills paid, and so forth, 
and merchandise furnished. 

Q. You said bills paid, and so forth. Could 
you give us a little more explanation of ‘‘and so 
forth’’? 

A. The ‘‘and so forth’? apphes to one item of 
approximately $11,000 that Alaska Junk charged 
the Oregon Steel for cash apparently received direct 
by the rolling mill. 

Q. This ‘‘and so forth,’ “bills paid, amdijea 
forth,’’ does that refer to goods that they pur- 
ehased and Alaska paid for? 

A. The ‘“‘bills paid’’ refers to that specifically 
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and the ‘‘and so forth’’ is a qualification of that 
$11,000 item. 

Q. I see. I am now handing you a paper, and 
I will ask you to tell us what that paper (hands 
document to witness) ? 

A. This is a statement of settlement between 
the Alaska Junk Company and Morris Schnitzer, 
as at November 26, 1943. [476] 

Q. Did you work this out? A. Yes. 

Q. From what source? 

A. The records of Alaska Junk Company, plus 
the aid of two Journal entries of the Oregon Electric 
Steel Rolling Mill. 

The Court: Did the witness testify that he pre- 
pared the statement. 

Mr. Jones: Yes, he did, Your Honor. 


(The document referred to was marked as 
Petitioner’s Exhibit No. 66 for identification. ) 


Q. (By Mr. Jones): Will you explain how you 
worked out this Exhibit No. 66? 

A. ‘The first item of the open account under the 
eaption ‘‘ Alaska Junk Company”’ refers to the bal- 
ance on Exhibit 65 of $428,132.13. The open ac- 
count balance under the caption of ‘‘Morris Schnit- 
zev doing business as Schnitzer Steel Products,”’ 
shows $26,493.77; that was determined from the 
Alaska Junk Company’s journal entry shown on 
page 23 of the journal under date of December, 
1943, plus a reference to the Oregon Electric Steel 
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Rolling Mill’s journal entry 3/20 and 3/21 of March 
31, 1948. The total of the open account of the 
Alaska Junk Company and Morris Schnitzer 
amounts $454,625.90. 

Q. Does this show the pro-rating of the third 
mortgage [477] and note? 

A. Yes; the third mortgage was pro-rated, $142,- 
200.383 to Alaska Junk, and $8799.67 to Morris 
Schnitzer and that was pro-rated in proportion to 
the open account balance as shown on the line above, 
which I just mentioned. 

Q. That left a balance of how much due Alaska 
Junk Company ? 

A. Due Alaska Junk Company at that point 
was $285,931.80. 

Q. And Morris Schnitzer? 

A. $17,694.10. 

Q. When you say that left a balance, do you 
mean that after the $151,000 were debited and 
credited as against the open balances? 

A. Yes. . 

Q. And the balances that you mentioned were 
the balances left after that? 

A. That is correct. 

Q@. There has been testimony in the evidence 
about a two-thirds and a one-third guarantee of 
the open accounts by Mr. Morris Schnitzer. Was 
that taken into account in working out the charge 
against Morris Schnitzer by the Alaska Junk, as 
shown bv this Exhibit 66? 
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A. That is correct. 

Q. Will you explain how you worked that out? 

A. My understanding is that liability for the 
guarantee [478] was two-thirds to Alaska Junk 
Company and one-third to Morris Schnitzer; there 
appears to be a slight miscalculation in the recording 
of this liability. As calculated it is $202,350.60 
for Alaska Junk Company and $101,275.30 for 
Morris Schnitzer. 

Q. What do those figures, the two figures men- 
tioned, mean? 

A. ‘Those two figures are the respective liabili- 
ties per guarantee on the part of the Alaska Junk 
Company and Morris Schnitzer. 

Q. For the combined balances? 

A. That is right. 

Q. In other words, that is the share under the 
guarantee argreement that was to be responsible for 
the combined balances? That is, the share of each? 

A. That is correct. 

@. How did that leave Morris Schnitzer stand- 
ine with respect to liability to the Alaska Junk 
Company ? 

A. The liability, as recorded, to the Alaska Junk 
Company was $83,581.20. 

. In other words, does that mean that under 
the guarantee the Alaska Junk Company had made, 
without this charge against Morris Schnitzer, would 
have been exceeded; that is, without the guarantee 
they would have borne a loss in excess of the figures 
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you have given in the amount of $83,581.20; that is, 

that much more than two-thirds of the loss? [479] 
A. Iam sorry, I didn’t quite follow the question. 
Mr. Jones: Will you read it, Mr. Reporter? 


(Whereupon the last question was read 
aloud by the reporter as above recorded.) 


A. That is right. The entire loss, or the indi- 
cated loss to Alaska without the guarantee would 
have been $285,931.80 instead of $202,350.60. 

Q. (By Mr. Jones): Is there an entry on the 
account, Exhibit 26, showing that Morris Schnitzer 
was charged with the amount of his guarantee? 

A. Yes. 

Q. Where does that appear? 

A. That appears on the back of page 74 of Ex- 
hibit 26. 

Q. Then, starting again with the balance at the 
beginning of business on November 26, 1943, what 
was the amount of the balance due from Oregon 
Steel to Alaska? 

A. Will you repeat that question ? 

Q. What was the amount of the balance due 
Oregon Steel from Alaska on November 26, 19432? 

A. I think you have it reversed. 

Q. What was the amount of the balance due 
from Oregon Steel to Alaska on November 26, 
1943? Isn’t that what I said? 

TE No, I think you had it reversed. 

Q. What is the answer? [480] 

A. $202,350.60. 
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Q. At the beginning of business? 

A. At the beginning of business on Novem- 
ber 26? 

Q. Yes. 

A. I made a mistake. I beg your pardon. It 
was $428,132.13. 

Q. And then what credits were made that day 
on that balance? 

A. A credit of $142,200.33. 

Q. And what credit was that? 

A. That was for Alaska’s share of the $151,000 
mortgage note. 

@. And what is the next credit? 

A. And a credit of $83,581.20 for the purpose of 
eharging Morris Schnitzer with one-third of the 
total loss in the steel mill deal. 

Q. That is what it says there in the notes, is it 
not ? A. That is right. 

Q. And is that credit that you are talking about 
that was worked out on Exhibit 66 to show his 
liability under the guarantee? A. Yes. 

Q. And that left an unpaid balance on that date 
due Alaska Junk of what amount? 

A. $202,350.60. [481] 

Q. Does the account show what was done with 
the unpaid balance? WAG. eVies. . 

Q. Will you state it? 

A. ‘There is a subsequent journal entry which 
states ‘‘l’o transfer balance of account lost in set- 
tlement of account to bad debts.”’ 
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The Court: That language means that you 
charged $202,350.60 as a bad debt; is that what you 
mean ? 

The Witness: That is right. 

The Court: On what date? 

The Witness: That entry was recorded on De- 
cember 31, 1943. 

Q. (By Mr. Jones): Now, can all the figures on 
Exhibit 66 be ascertained from Exhibit 26? 

A. With the exception of the assistance of two 
steel mill journal entries, they can be. 

Q. Can you, by making any subtraction from 
these amounts here, take the whole figures right off 
of this entry (indicating)? Isn’t Morris Sechnit- 
zer’s full hability stated in that entry? 

A. It is necessary to use of these two other en- 
tries to arrive at Morris Schnitzer’s open account. 

Q. What entries are they? Are they listed 
here? [482] 

A. They are the Oregon Steel mill entries 3/20 
dated March 31, 1943. 

Q. Are these the journal that you are referring 
to? There are four of them there (indicating) ? 

A. ‘Two of these journal entries are the ones re- 
ferred to. 

Q. All right. Then, with the assistance of the 
journal entries, Exhibit 7, and the account, Exhibit 
26,—is all the information found in those two ex- 
hibits from which this account is worked out? That 
is, I am referring to Exhibit 66? 
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Mr. Marecussen: It is 65. 

The Witness: 66 is correct. 

Q. (By Mr. Jones): Exhibit 66, isn’t it? 

A. That is right. 

Q. Now, what was the answer to my question: 
do you get all the information between these two 
exhibits, which are Exhibit 7 and Exhibit 26, from 
which the calculation on Exhibit 66 is made? 

A. That is right, with the aid of those two en- 
tries mentioned. 

The Court: “Was the last exhibit offered in evi- 
dence? © 

Mr. Jones: I think at this time I will offer it in 
evidence. 

Mr. Marcussen: No objection. [483] 

The Court: What is the number ? 

Mr. Jones: 66. 

The Court: Petitioner’s 66 will be admitted in 
evidence. 


(The document referred to, heretofore 
marked as Petitioner’s Exhibit 66 for identifi- 
cation, was received in evidence as Petitioner’s 
Exhibit 66.) 


The Court: And that is what? 

Mr. Jones: That is the settlement between the 
Alaska Junk Company and Morris Schnitzer as at 
November 26, 1943. 

The Court: As shown by the statement prepared 
by the witness from the books? 
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Mr. Jones: As prepared from documents in evi- 
dence. 


(The document referred to was marked as 
Petitioner’s Exhibit No. 67 for identification.) 


* * * 


Cross-Examination 
By Mr. Marcussen: 

Q. I hand you Exhibit 26, Mr. Johnson; and 
ask you to refer to the month of December, 1942, 
in that account. 

AS All richt: 

Q. Will you refer to the last few days of De- 
cember, 1942, on that account, and also the first 
few days of 1943? Do you have them there? 

A. Yes. 

Q. Now, within a range of from December 28 
to January 3, will you give me approximately the 
highest balance in that account during that period? 
Have you found that, Mr. Johnson? A. Yes 

Q. What is the maximum balance and on what 
date ? 

A. The highest balance after posting of invoices 
is on January 8, 1943, and is $578,588.86. However, 
I do note [488] that subsequent to that time there 
appears to be some additional items which are dated 
back to 1942. 

Q. I am not going to ask you to make any 
adjustments now as to that account, but merely to 
testify as to what that account shows. Are the 
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items entered in that account according to date on 
which the transactions actually occurred ? 

A. It appears in some instances there are items 
entered in here that are not in exact chronological 
order. 

Q. Is it generally true that they ave in there in 
chronological order ? 

A. Yes, I would say so. 

Q. And with respect to those that are not in any 
chronological order, are they general entries or en- 
tries of substance ? 

A. Giving it a quick glance, at least looking at 
these sheets, I don’t see any of any particular sub- 
stance. 

The Court: I didn’t hear the answer. 

The Witness: Just looking at these sheets, I 
don’t see any of any particular substance that may 
be out of chronological order. 

Q. (By Mr. Marcussen): Did you testify what 
the highest balance was? A. On January 8. 

Q. I didn’t ask about January 8. I asked you 
to embrace a period from December 28, 1942, to 
January 3, 1943. 

A. I would say the highest balance was $578,- 
588.86. [489] 

Q. Now, how does that balance compare with 
the balance at any times during the period that I 
identified, generally ? 

A. From December 25, as I recall? 

Q. What is the lowest figure? 

A. The lowest? 
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@. Yes. 

A. The lowest is $370,576.65. 

Q. And what date is that? 

A. That is immediately following the entry on 
December 30, 1942. 

Q. And what was the entry. 

A. A eredit to cash of $12,820.10. 

Q. That does not account for the entire dif- 
ference. There is a difference of some $200,000 or 
more, isn’t there? A. That is correct. 

Q. What are those items? 

A. On December 29, there is an entry from the 
disbursements record, page 117, First National 
Bank, $100,781.25. 

Q. What does the item show? 

A. That shows payment to the First National 


Q. Payment to the First National Bank? 

A. Yes. 

Q. By whom? A. Alaska Junk Company. 

Q. That is the account of Oregon Electric on 
the books [490] of the Alaska Junk Company ? 

DN IMMER IS see aie, 

Q. And that was not a payment to the bank, was 
it? A. Yes, it was. 

Q. Doesn’t it represent a loan from the bank to 
Oregon Electric, on which Alaska Junk was liable 
as endorser or otherwise ? 

A. This entry represents a payment to the First 
National Bank by the Alaska Junk, and charged to 
the Oregon Electric Steel Rolling Mills. 
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Q. On behalf of the Oregon Electric Steel? 

A. That is right. 

Q. What about the next entry? Is that a sum 
of $100,000 on the same date? 

A. That is right. 

Q. Do you know the difference between the two 
items, and why they are stated separately ? 

A. Yes. 

Q. What is the difference? 

A. The first item is a payment covering four 
$25,000 notes of Oregon Electric plus interest of 
$781.25. 

Q. And what is the second item? 

A. The second item was a payment which, I 
believe, wound up with the Portland Branch of the 
Federal Reserve Bank. 

The Court: We will take a seven minute re- 
cess. [491] 


(Whereupon a _ seven-minute recess was 
taken. ) 


The Court: Does counsel for the Respondent 
desire to resume cross-examination ? 

Mr. Marecussen: If Your Honor please, I would 
like to excuse this witness. It is my understanding 
that the Petitioner plans to call Mr. Morris Schnit- 
zerv back to the stand again. 

Mr. Jones: No; I am not going to call him. 

Mr. Marcussen: And may the further cross- 
examination of this witness be postponed until 
further cross-examination of Mr. Morris Schnitzer ? 
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I am making that request in the interest of saving 
time. 

The Court: I thought you had finished the cross- 
examination of Mr. Morris Schnitzer. 

Mr. Marcussen: ‘There are a couple of other 
items that I would like permission to interrogate 
him on, and then recall this witness for a question or 
two about entries on certain dates. 

The Court: Is there any objection? 

Mr. Jones: I have no objection. 

The Court: All right. The witness will stand 
aside. 


(Witness excused. ) 
Whereupon, 
MORRIS SCHNITZER 


recalled as a witness by and on behalf of the Peti- 
tioner, having been previously sworn, was further 
examined and testified as follows: 


Further Cross-Examination 
By Mr. Marcussen: 

Q. Mr. Schnitzer, there has been testimony here 
concerning a guarantee agreement that was made 
between you and the Alaska Junk Company, and 
there has been some doubt as to the approximate 
date that was entered into. Can you state when 
it was? 

A. I couldn’t tell you the exact date. 

@. What is your best recollection ? 
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A. I couldn’t tell you whether it was the last 
week or the last couple of days in December, or the 
first part of January. I personally think it was 
the last week of December, because at that time 
we made a standby agreement with the Recontruc- 
tion Finance Corporation, whereby we agreed, the 
Alaska Junk and I, to stand aside and give the 
Reconstruction Finance Corporation priority. 

The Court: What year was that? 

The Witness: December, 1942. I had to make 
this guarantee agreement on the insistence of Mr. 
Wolf. Whether it was the middle of December or 
not, I don’t know; I couldn’t tell you the exact 
date. 

The Court: Is counsel for the Respondent ready 
to [493] proceed ? 

Mr. Marecussen: Yes; I have just handed counsel 
a document for his examination. 

Q. (By Mr. Marcussen): Mr. Schnitzer, I hand 
you a file containing a letter, date March 18, 1943,— 
this is a copy, and it is addressed to the Reconstrue- 
tion Finance Corporation, Washington, D. C., at- 
tention Mr. Morton MacCartney; it is a two page 
letter, and signed on behalf of the Oregon Electric 
Steel Rolling Mills by Morris Schnitzer; and I will 
ask you if you wrote that letter? ne ec 
wrote that letter. 

Mr. Mareussen: If Your Honor please, I would 
like to offer the letter in evidence for the purpose, 


among other things, 
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The Court: What is the date of the letter? 
Mr. Marcussen: It is dated March 18, 1943, and 

the part to which I particularly want to call his 
attention is contained on the second page; it is the 
second paragraph there, ‘‘We have cooperated and 
gone ahead against all obstacles, with which I am 
sure by now you are acquainted, and tried to do an 
honest job. In fact, we never originally intended 
to put in over (and it would not have been neces- 
sary) the $500,000 we were supposed to put in as 
our share in the capital investment.’’ 

Mr. Jones: We object to that, on the grounds 
that [494] it is incompetent, irrelevant and imma- 
terial, and obviously an expression of nothing more 
than an opinion in the matter, and it does not come 
right down and say what we did put in. It doesn’t 
say what either Alaska Junk,—it does not refer 
to the Alaska Junk; it doesn’t refer to anybody; 
it 1s not in any way tied in with the Alaska Junk. 

The Court: I will overrule the objection. 

Mr. Jones: May I have an exception. 

The Court: Yes, an exception will be noted by 
the Petitioner, and the document just identified by 
the witness will be admitted as Respondent’s AA. 


(The document referred to was marked and 
received in evidence as Respondent’s Exhibit 
AA.) 


Mr. Marcussen: And may I ask permission to 
withdraw the exhibit and substitute copies? 
The Court: That permission is granted. 
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Mr. Marcussen: I have no further questions 
about it. 

Q. (By Mr. Marcussen): I call your attention 
to a letter dated December 23, 1942, addressed to 
William Kennedy, manager, Portland office, REC, 
and executed by Oregon Electric Steel Rolling Mills 
by Morris Schnitzer, President, and ask you if that 
is your signature on that letter (hands document to 
witness) ? A. Yes. [495] 

Mr. Marcussen: I offer that as Respondent’s 
Exhibit next in order. 

The Court: That is a copy of a letter just iden- 
tified by the witness? 

Mr. Marcussen: Yes. 

The Court: Is there any objection? 

Mr. Jones: No objection. 

The Court: It will be admitted as Respond- 
ent’s BB. 


(The document referred to was marked and 
received in evidence as Respondent’s Exhibit 
Ipiee) 


Mr. Marcussen: I also ask leave to withdraw it 
and substitute a copy. 

The Court: The permission will be granted. 

Q. (By Mr. Marecussen): In the early part of 
the year 1943, who were the stockholders of the 
corporation ? 

The Court: I beleve I will not permit vou to 
eo into that; that was gone into yesterday; there is 
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no use going over it again with each witness, or 
with the same witness. 

Mr. Mareussen: I am just trying to ascertain,— 

The Court: What do vou want to ascertain? 
That was gone into at the beginning of the ease; 
that has already been submitted in evidence. Go 
ahead with something that vou have overlooked. 

Mr. Marcussen: I would like to ask with re- 
spect to [496] the same period of time whether any 
efforts were made at that time to interest stock- 
holders, 

My. Jones: That was gone into yesterday. 

The Court: Very thoroughly, I think. 

Mr. Marcussen: Very well, I have no further 
cross-examination. 

The Court: Are there any questions? 

Myr. Jones: Yes; one on this exhibit here. 


Redirect Examination 
By Mr. Jones: 

Q. Mr. Schnitzer, I will hand you Respondent’s 
AA and ask you to direct your attention to the next 
to the last paragraph on page 2 (indicating). Look 
that over and please make any explanation of that 
paragraph that you like. 

A. This $500,000 referred to here was the $250,- 
000 actual capital, plus $150,000 working capital 
plus the balance of raw material on which we made 
out the original pro forma working sheet on our 
_ original RFC loan request. 

The Court: Were you reading from the letter? 
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Mr. Jones: Just read that part. 

The Witness: ‘‘We have cooperated and gone 
ahead against all obstacles, with which I am sure 
by now you are familiar, and tried to do an honest 
job. In fact, we never originally intended to put 
in over (and it would not have been necessary) the 
$500,000 we were supposed to put in as [497] our 
share of the capital investment. As of February 
28, we had put in over $700,000 of our own money, 
and we are having one devil of a time trying to get 
the monthly disbursements from the RFC. This 
disbursement now is at least 45 days behind time, 
and it is unfair to ask our contractors and sup- 
pliers to wait any longer for their money. We fecl 
it as great an obligation on your side to disburse 
the money for this job as it is on our side to build 
and get this plant into production and to aid in 
the national defense program. We feel, too, that 
it should be unnecessary to delay paying these just 
bills when they are promptly due.’’ 

Q. (By Mr. Jones): That figure of $500,000 
that you mentioned in the beginning of this para- 
graph, ‘‘We never intended to put in over (and 
it would not have been necessary) the $500,000 we 
were supposed to put in as our share of the capital 
investment.’’ I want you to particularly explain 
what you meant in that sentence ? 

A. The original intention of the $500,000 was 
a maximum of $250,000 in capital stock, and we 
agreed in our pro forma or we intended in our pro 
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forma statement to advance $150,000 in working 
capital and approximately in raw materials to help 
operate the plant. 

Q. Did you expect the Alaska Junk Company 
to put in any part of that additional capital that 
went into the Oregon [498] Steel beyond the amount 
that they ultimately subscribed to? A. Ne 

Mr. Jones: That is all. 


Recross-Examination 
By Mr. Marcussen: 
Q. Who did you refer to by ‘‘we’’ in that letter? 
A. The Oregon Steel. 
Q. Who were ‘“‘they’’? 
A. The corporation. 
Q. Who did you mean by ‘‘we.”’ 
A. The stockholders and its officers. 


Redirect Examination 
By Mr. Jones: 
Q. At which time you had 622 unissued shares, 
didn’t you? A. That’s right. 
My. Jones: That’s all. 
Mr. Marcussen: That’s all. 


The Court: You may stand aside. 
(Witness excused.) 


Mr. Jones: Mr. Grey. 
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Vie. (GRY 


called as a witness by and on behalf of the Peti- 
tioner, having been first duly sworn, was examined 
and testified as follows: [499] 


Direct Examination 
By Mr. Jones: 

Q. Will you state your name into the record? 

A. W.P. Grey. 

Q. Will you state what your occupation is? 

A. Reporter for Dun and Bradstreet. 

Q. How long have you been with Dun and 
Bradstreet? A. Sixteen years. 

Q. What -are your duties? 

A. Gathering factual information regarding 
businesses and putting such information in the form 
of credit reports. 

@. And do you take care of those duties? 

A. Yes. 

Q. Where do you get your information? From 
what source? 

A. Directly from statements given by the busi- 
ness men themselves, and from the records. 

Q. Prior to your coming here, and the position 
that you held here, or have held here since your 
coming, was there any other person that occupied a 
similar position ? 

A. We have a good many reporters. 

Q. Have you worked on the Alaska Junk Com- 
pany reports 2 
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A. I never worked on the Alaska Junk Com- 
pany reports. . 

Q. Can you tell me where this report came from? 

A. From the files of Dun and Bradstreet. 

The Court: What do you mean by ‘‘this re- 
port’’? [500] 

Mr. Jones: I am not going to offer it in evi- 
dence. It is a report of Dun and Bradstreet. 

The Court: It is a newspaper report? 

Mr. Jones: No; it is a eredit report on the 
Alaska Junk Company. 

Q. (By Mr. Jones): Where did you obtain the 
report? 

A. From the files of Dun and Bradstreet. 

Q. Is this the official report on the Alaska Junk 
Company ? A. Yes. [501] 

* 2S ae 

The Court: Counsel for the Respondent is going 
to read into the record a portion of the Dun and 
Bradstreet report into the record, as I understand 
it? 

Mr. Marcussen: Yes, from page 9-A. 

Q. (By Mr. Marcussen): Is that properly iden- 
tified ? A. Yes. 

Mr. Marcussen: ‘The last paragraph on the page 
I will read: ‘‘Of primary significance in the over- 
all financial history of this business was the sub- 
stantial altering of the financial condition during 
1942 and 1948 arising from an investment in a busi- 
ness originally commenced as Oregon Electric Steel 
Rolling Mills. The latter company had been organ- 
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ized by Morris Schnitzer, son of Samuel and Rose 
Schnitzer, of the subject partnership. At December 
31, 1942, advances from the predecessors to that 
former related concern totaled approximately $572,- 
000, such advances being subsequently extended to 
approximately $75,000, of which $125,000 was con- 
verted into common stock and approximately $300,- 
000 to 8 per cent debentures. The construction of 
the steel mill was finally completed during Au- 
gust, 1943, at a cost of over $1,500,000, which was 
financed in a large measure through a commitment 
of $700,000 from the Reconstruction Finance Cor- 
poration, secured [512] by a first mortgage and by 
an investment of the predecessor partnership. Ac- 
tive operations were commenced in August, 1948, 
but the mill was shut down late in October of that 
year for two primary reasons (1) cancellation of 
orders by customers and (2) lack of operating 
eapital.’’ 

Q. (By Mr. Marcussen): Now, I want to call 
your attention to this sentence: ‘‘At December 31, 
1942, advances from the predecessor to that former 
related concern totaled approximately $572,000, such 
advances being subsequently extended to $75,000.”’ 
J will ask you whether the $75,000 is an error, and 
whether that should not be $750,000? 

A. ‘That I could not say without seeing the orig- 
inal notes. It might be or it might not be. 

Q. Would vou check the original notes to ob- 
tain that? 
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A. I would if I could find any report of them. 

Q. What is meant by the term ‘‘predecessor to 
that former related concern’’? 

A. I did not write this report, and I knew very 
little about it except what we had in the file here. 

Q. I won’t take the time now. Will you read 
it and study it and be prepared to answer the 
question ? 

A. I couldn’t tell you without reading the whole 
report. 

Mr. Marcussen: If your Honor please, I would 
like to have the witness read the report, and ask 
him to be bound over [513] until this afternoon to 
explain that statement. 

The Court: Does counsel have any objection? 

Mr. Jones: That’s all right. 

The Court: All right. The witness will stand 
aside. . 


(Witness excused.) [514] 
% % # 
Whereupon, 
E. B. MacNAUGHTON 
called as a witness by and on behalf of the Re- 


spondent, having been first duly sworn, was ex- 
amined and testified as follows: 


Direct Examination 
By Mr. Marcussen: 
Q. Will you state your name? 
A. E. B. MacNaughton. 
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Q. What position do you occupy? 

A. Chairman of the Board of Directors of the 
First National Bank. 

Q. Of Portland? A. Of Portland. 

Q. Do you recall what your position was in the 
month of September, 1943? 

A. Iwas President of the Bank. 

Q. Now, Mr. MacNaughton, I hand you this file, 
which is the file of the First National Bank in re- 
spect to the Oregon Steel Mills, and I call your at- 
tention to a certain document contained therein 
dated September 4, 1943, identifying itself in the 
first paragraph as ‘‘Notes cn a conference held 
Thursday, September 2, at 3:00 p.m. between EBM, 
Mr. Sam Schnitzer, Harry Wolf, and Mr. Lewellyn, 
plant manager, and the plant accountant in the of- 
fices of the Oregon Electric Steel Company.’’ I ask 
you to state whether or not that is a correct identi- 
fication of that document (hands document to wit- 
ness) ? A. Yes. 

Q@. Who is EBM? A. That is myself. 

@. Will you kindly glance through that memo- 
randum,— [526] by the way, was that prepared by 
you? A. Yes. 

Mr. Jones: What is the date of it? 

Q. (By Mr. Marcussen): In the regular course 


of the bank’s business? A. Yes. 
Q. Is that a correct memorandum of the facts 
it purports to recite? A. Itis. 


Mr. Mareussen: Now, if your Honor please, in 
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order to save time I would like to offer this memo- 
randum in evidence. 

Mr. Jones: I have not seen it yet. 

Mr. Marcussen: Now, while counsel examines 
the memorandum, I would like to ask another 
question. 

Q. (By Mr. Marecussen): What were your du- 
ties as President of the Bank, at that time, in 1943? 

A. Being President of the Bank. 

Q. Well, as such Bank President, what were 
your duties? 

A. It was a full-time job; I was there every 
day, all the day. It was not an honorary title. 
We have a large bank with forty odd branches, and 
duties ‘are delegated to department heads and 
branch managers and on questions of policy and 
questions of main credit lines I would enter into 
the discussions. 

Q. Was this credit line a matter concerning 
which this memorandum contains a narration,—was 
that one of the important things that came to your 
attention ? 

A. It was at that time, yes. 

Q. Now, I think reference is made in the memo- 
randum to some of the causes of the failure, or, 
rather, financial embarassment of Oregon Steel. 

The Court: I think you had better wait until it 
is admitted before you examine the witness on the 
contents of it. 

Mr. Mareussen: Very well, your Honor. 


——— 
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| The Court: <As I understand it, this is a memo- 
randum of the conference which took place? 
The Witness: Yes. 
The Court: Who were the parties involved? 
The Witness: Alaska Junk and Oregon Electric 
| Steel. 
| Myr. Mareussen: This was a conference between 
Harry Wolf, Sam Schnitzer and the bank. 
The Court: What is the date? 
Mr. Marcussen: September 2, 1943. 
The Court: And that memorandum was made 
_at the conference? 
- The Witness: Directly after the conference. 
The Court: It is a report of the conference 
taken [528] from your files? 
The Witness: It is a report of the conference 
which was made for our credit files. 
Mr. Jones: Are you offering this in evidence? 
Mr. Marcussen: Yes. 
Mr. Jones: Have you had it marked? 
Mr. Mareussen: No. Do you object? 
Mr. Jones: I certainly do. 
Mr. Marcussen: I will ask that it be marked. 
The Clerk: Respondent’s CC. 


| 
| 
| 


(The document referred to was marked for 
identification as Respondent’s Exhibit CC.) 


Mr. Jones: I will state my objection. We will 
object to it on the ground that it is incompetent, 
irrelevant and immaterial; it is a memorandum 
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_ that Mr. MacNaughton has apparently made of 
some conference, and it does not go to dispute the 
testimony of any witness on the stand who has 
taken the stand here; it does not tend to dispute 
any fact that is stated in evidence by any of our 
witnesses, or any other witnesses who have testi- 
fied. I cannot even comprehend the ground upon 
which counsel seeks to introduce it. If he states 
why he thinks it is admissible, I would like to 
have a chance to answer it. 

The Court: All right. We will hear from Re- 
spondent’s counsel. [529] 

Mr. Marcussen: If your Honor please, this mem- 
orandum is a memorandum of a conference of the 
witness, who was the President of the First National 
Bank, who testified it was his custom to be called into 
the picture on the important credit lines, and this is 
a memorandum that he has prepared as to a con- 
versation with Sam Schnitzer and Harry Wolf and 
Mr. Lewellyn, new plant manager, and the plant 
accountant in the office of the Oregon Electric Steel 
Company. It purports to deal with the credit posi- 
tion of the company at that time with reference to 
the RFC loan, and it purports to be based on the 
conference had with the Petitioners in this case, and, 
accordingly, it contains their admission, and it also 
covers the subject testified to by the witness, namely, 
the cause for failure of this mill; and also concerns 
the efforts that were made at the time by the Peti- 
tioners, Harry Wolf and Sam Schnitzer, concerning 
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the disposition of the mill. There has been volumi- 
nous testimony in the case along that line. 

The Court: I think this probably has some bear- 
ing on the question of the date and the transaction 
of the parties. 

Mr. Jones: May I finish my objection before you 
rule, your Honor? 

: The Court: Certainly. 

Mr. Jones: At the time that this was made, Mr. 
Morris Schnitzer was overseas, or was at least in 
the army. [530] This is dated September 4, 1948. 
There is a Mr. Schnitzer mentioned in here, and we 
have to assume from the heading of it that it is 


Mr. Sam Schnitzer. 

Mr. Marecussen: You don’t have to assume; it 
says it is Mr. Sam Schnitzer. 

Mr. Jones: In the body of it, I am assuming that 
the Schnitzer mentioned there was Sam. 

Mr. Mareussen: When references were made to 
Sam Schnitzer, of course it referred to him; the 
conference was with Mr. Schnitzer and Mr. Wolf, 
and of course it would be Mr. Schnitzer. Do you 
want me to further identify it? 

Mr. Jones: You may identify it any way that 
you want to. 

The Court: Who was present at that conference 
of which this purports to be a copy of what was 
said ? 

Mr. Marcussen: I will read it: Sam Schnitzer 
was there; Harry Wolf was there; Mr. Lewellyn, 
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the new plant manager, and the plant accountant. 
I would like to ask counsel, 
Mr. Jones: Are you testifying? 
Mr. Marcussen: You ean look at it yourself and 
see; I am merely indicating what is shown on the 


memorandum. 

Mr. Jones: Well, go ahead. 

Mr. Mareussen: I would like to ask you, coun- 
sel, whether the plant accountant referred to there 
was Mr. Margosian? [531] 

Mr. Jones: I don’t know. 

Mr. Marecussen: Mr. Margosian, were you in 
that conference? 

Mr. Margosian: I don’t remember. 

The Court: Anyway, those are the ones that 
were named there? 

The Witness: ‘That is right. 

The Court: Is the statement now being offered 
in evidence by counsel a correct statement of what 
was said and done by the parties? 

The Witness: It is my version of what was said 
and done. There was a great deal of conversation, 
and, of course, it all wasn’t taken down; but I put 
down what I thought was the pertinent part of 
the conversation, that related to the subject that 
was discussed. 

The Court: That is what you understood ? 

The Witness: That is right. 

The Court: And that is a correct report from 
your understanding ? 


} 


! 
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The Witness: As I heard it and as I understood 
it, I entered it at the moment. 

Mr. Jones: Here is the heart of my objection. 
Now, there may be something about what Mr. 
Marcussen said in here, but I don’t see it. It is 
a report of the discussion between Mr. Sam Schnit- 
zey and Mr. Wolf and Mr. MacNaughton, and the 
whole document shows that Mr. Sam Schnitzer was 


in an irritable frame of mind, and about all it 


shows is his attitude. 

The Witness: I will say that Mr. Schnitzer 
was constantly irritated at that time; it was not 
a temporary thing. 

The Court: I will overrule the objection and re- 
ceive the document in evidence. It is marked CC, 
as I understand it. 

Mr. Marcussen: That is right. 


(The document referred to, heretofore 
marked as Respondent’s Exhibit CC for iden- 
tification, was received in evidence as Respond- 
ent’s Exhibit CC.) 


Mr. Marcussen: I want to say that the only rea- 
son I want to offer the document is to save the wit- 
ness going over the details, and I don’t think it 
is necessary to do in view of the contents of the 
document itself. I would like permission to have 
a copy made so that this copy can remain in the 
bank’s files. 

The Court: Permission will be granted. 
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Q. (By Mr. Marcussen): In evaluating credit 
risks, Mr. MacNaughton, can you state whether 
or not, from the point of view of the bank con- 
templating the making of a loan to a business, there 
is a greater risk in connection with making a 
loan to a new enterprise, with new management 
and imexperienced management, [533] as against 
an established concern with a record of earnings? 

Mr. Jones: I think that is a matter calling for 
a conclusion of the witness; 

The Court: That is ‘a conclusion that even the 
Court would know the answer to without being told. 

Mr. Marcussen: I offer the witness as an ex- 
pert. 

The Court: You may answer the question. 

A. Yes. 

Q. (By Mr. Marcussen): The answer is that 
there is more risk in making a loan to a new en- 
terprise under such conditions? A. Yes. 

Q. A substantially greater risk, Mr. MacNaugh- 
ton? A. Yes. 

Q. Can you tell me, in the procedure of the 
bank and in the consideration it gives in granting 
loans, whether the bank gives any consideration 
in respect to the stock investments of the prin- 
cipal parties interested in the corporation? 

A. In this case? 

Q. Generally, in any case, and then later on I 
will ask you about this case. 

A. In a new venture in which the participants 
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are members of a firm which has been having 
business relations with the bank, we wrap every- 
thing there is in the organization back of the note. 

The Court: Is that a matter of usual procedure ? 

The Witness: That is true in the banking busi- 
ness. We get everything, including the kitchen 
stove. 

Q. (By Mr. Marcussen): That is in a new 
venture ? 

A. The same thing with more seasoned ven- 
tures, where there is trouble. | 

Q. Whether or not you are going to include 
the kitchen sink, does the matter of capital stock 
and the net worth enter into 1t? 

A. Everything enters into it. 

Q. What importance do you attach, for ex- 
ample, in an organization of $2,000,000, I mean in 
a corporation having total assets of $2,000,000,— 
what importance do you attach to the net capital 
and the net worth of the business in determining 
the line of credit that you would give the com- 
pany ? 

Mr. Jones: ‘That merely calls for something that 
is purely argumentative. It is wholly argumenta- 
tive whether the capital ratio enters into it. We 
went into that argument with a witness yesterday, 
and I think it is wholly incompetent, irrelevant and 
immaterial, and we object to it. 

The Court: Will vou read the question, please? 
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(Whereupon the last question was read aloud 
by the reporter as above recorded.) 


A. We would give it a great deal of importance. 

Mr. Jones: I have not had my objection ruled 
on. 

Mr. Marcussen: It will be stipulated that the 
answer will be excluded until it is ruled on, if 
vou insist. 

The Court: It will be excluded until the answer 
is given. I will overrule the objection, and per- 
mit the answer to stand. 

Q. (By My. Marcussen): What capital ratio do 
you ordinarily require, or would you like to see 
where you are granting what the bank would re- 
gard as a sound loan? 

A. I don’t know just how to answer that ques- 
tion. It depends on the risk, whether it is a new 
company or an old company, whether the princi- 
pals are experienced in the business they are go- 
ing into, and whether we feel they have a fighting 
chance in the field of competition. 

The Court: I think you have gone far enough 
in that. 

Mr. Mareussen: If your Honor please, this is 
a very important question to us. 

The Court: Go ahead and ask the important 
question. 

Mr. Mareussen: I submit this is important. 

The Court: The trouble, counsel, is that you 
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keep coming, and you don’t get down to the real 
question. You spend too much time in _ prelimi- 
naries before you ask the question. 

Mr. Mareussen: That question is a very im- 
portant [536] one, and I would like to have your 
Honor rule. 

The Court: JI think he answered the question, 
I will ask the reporter to read it again. 


(Whereupon the question referred to was 
read aloud by the reporter as follows: ‘‘What 
capital ratio do you ordinarily require or would 
you like to see where you are granting what 
the bank would regard as a sound loan ?’’) 


Mr. Jones: The First National Bank in the 
first place, did not make the mortgage. The RFC 
made the mortgage. All he is going into is a lot 
of theoretical economics. 

The Court: I will sustain the objection. 

Mr. Marcussen: Then, if your Honor please, 
I would like to make proffer of proof for the rec- 
ord, and have the record show that by this witness 
T seek to establish that the ratio of invested cap- 
ital by the entrepreneurs in this business, 

Mr. Jones: Is this going in under rule? 

Mr. Marecussen (Continuing): Or in any simi- 
lar business should be in proportion, (1) to the 
total assets of such an organization, and (2) to 
their other fixed indebtedness, and (3) to the total 
indebtedness in a new venture with new man- 
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agement, inexperienced in the steel business. May 
I have your Honor’s ruling on that proffer? 

The Court: The question was asked and the ob- 
jection was sustained. Do you have any further 
question? [537] 

My. Marcussen: Do I have a ruling on the 
proffer ? 

The Court: I sustained the objection to the 
question asked. If you have another question to 
ask, you may proceed to ask it. The Court is not 
going to permit counsel to show what he attempts 
to show; ask the question and the Court will rule 
on it. We will take a recess until 2:00 o’clock 
this afternoon. 


(Whereupon the court recessed until 2:00 
o’clock p.m. of the same day.) [538] 


Afternoon Session—2:00 P.M. — 


The Court: Upon reflection, I feel that the 
Court erred once against the Petitioner and once 
against the Respondent as concerning the evidence 
which the Court permitted of statements made by 
the witnesses at a conference. I think the witness 
can testify what was said, but merely because it 
was reduced to writing, that does not give it any 
added weight or added validity; that will be re- 
versed and the statement will be excluded; and 
the Court erred in not permitting questions to be 
propounded by Respondent’s counsel before the 
recess. 
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Mr. Mareussen: May I have that exhibit please? 

The Court: What was the number of that ex- 
hibit ? 

The Clerk: CC. 

The Court: In order to identify that exhibit 
which the Court now excludes as Respondent’s 
CC, unless counsel wants to ask the witness a few 
questions, 

Mr. Mareussen: I would like to ask the witness 
a few questions with respect to this conference. 
I simply want to ask the witness to refresh his 
recollection of this conference, to the extent that 


he can. 

The Court: Can he refresh his recollection from 
the document ? 

Mr. Mareussen: Yes, J think I can ask him if 
that refreshes his recollection and whether he can 
testify to it; [539] Then, if he cannot do it, I will 
ask permission to introduce the document again. 

The Court: We will rule on that when the time 
comes. 

Mr. Mareussen: Just by way of anticipation, if 
your Honor please-—— 

The Court: All right, go ahead. 


Whereupon, 
EK. B. MacNAUGHTON 
resumed his testimony as follows: 


Direct Examination 
By Mr. Marcussen: 
@. Referring to the conversation you had with 
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Sam Schnitzer, Harry Wolf and Mr. Lewellyn 
and the plant accountant, on September 2, 1948, 
Mr. MacNaughton, do you recall what was said to 
you at that time concerning: 

The Court: I believe it might be well to show 
the purpose of the conference. 

Mr. Marcussen: Yes, very well. 

Q. (By Mr. Marcussen): What was the pur- 
pose of the conference? Do you recall? 

A. Yes. Mr. Schnitzer,—Mr. Sam Schnitzer, Mr. 
Harry Wolf were long-time customers of our bank, 
and were prone to talk with me on numerous 
occasions about their troubles, and asked me to 
go down and look at the mill. We at the bank [540] 
were cognizant of the mill, its existence, although 
we were not financing it directly. They had got- 
ten to the end of their rope financially; they were 
facing problems of marketing; they were in deep 
water; and they asked me to go down to look the 
thing over. 

The Court: You mean by that, the mill? 

The Witness: The rolling mill. They asked me 
to go down to see if I could get any information 


or give them any solace or advice; and, among 
other things, they wanted me to take an interest 
in the mill. I said that was out of the question. 
And out of that interview, I made these notations 
for our credit file, because while we were doing 
business with these men as partners and their 
wives, the loans which we made them were amply 
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secured; nevertheless, we knew what was going 
into the mill venture, and unless that mill venture 
worked out, looking down the road something might 
happen in the way revision of their line of credit, 
and so forth. 

Mr. Mareussen: Do you recall your conversa- 
tion with them with respect to your putting capital 
: into the enterprise ? 

The Witness: Yes. 

‘Q. (By Mx. Marecussen): What did they say, 
as you can recollect it? 

A. Well, they needed money. [541] 

The Court: When you say ‘‘they,’’ who do you 
mean? 

The Witness: My. Schnitzer and Mr. Wolf. They 
needed money; and more money. They admitted 
that they needed someone to adjust the differences 
of opinion, because they were at wide variance 
in their attitudes toward this investment. Mr. 
Wolf was bitter about it, and Mr. Schnitzer was 
eager and optimistic about it. And for years I had 
been a sort of father confessor to them both, and 
they thought that if they could draw me into this 
thing I might adjust their variances of opinion. 
Also, they had come to realize as entrepreneurs 
in a business in which they had no previous ex- 
perience, and confronting the market as it then 
prevailed, they wanted someone of a non-Semetic 
background who could front for the business. I 
might just as well get it out into the open; they 
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wanted very much one of my sons to come into the 
business as a salesman or anything of that sort. 
They were deeply bothered and disturbed about 
where this thing was going to end for them. 

Q. (By Mr. Marcussen): Now, with respect 
to the question about their overtures to you for 
an investment on your part, do you recall what 
the general substance of that conversation was? 

A. They just asked if LI would not consider 
going into that. I said it was impossible; I said I 
could not play on both sides of a business venture, 
while I was with the creditor [542] bank; while 
J was with a creditor bank I could not associate 
as an entrepreneur for an enterprise which, either 
directly or indirectly, we might be considered help- 
ing to finance. 

@. Was any figure mentioned as to the amount 
of stock they wanted you to take? 

A. No. They just asked if I would consider it, 
and I said ‘‘no.”’ 

Q. Do you recall what was said during the 
course of that conference about the difficulty they 
were having mm operation with respect, for exam- 
ple, to a Mr. Dawson? 

A. Was he the superintendent before Mr. Lew- 
ellyn? 

Q. Yes. 

A. Yes; he had proved unsatisfactory to them, 
and had been replaced by a man named Lewellyn. 
‘hese men had undertaken a business about which 
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they knew little or nothing. The costs had gotten out 
of hand, and materials, particularly new materials 
and machinery, almost impossible to get; and they 
had to assemble cranes out of salvage material, or 
second hand material; and they had bought second- 
hand rolling mill machinery; and in those days 
when priorities were given to ship construction, and 
so forth, they had a heck of a time to put the thing 
together, and the costs had gotten out of hand. 
Also, they had gotten out of hand because they 
didn’t know enough about the business, the en- 
gineering of it, to see that it went together prop- 
erly; that is, to see that it [543] went together 
properly bit by bit. 

Q. Now, with respect to the risk involved in 
investment in stock in an organization of that 
kind, which is a new venture, can you tell us about 
the degree of risk involved in such a situation? 

Mr. Jones: If your Honor please, counsel has 
already gone into that. 

The Court: I think so. He said a new business 
was more risky and more undesirable. I remem- 
ber that. Get down to the specific question that 
you have in mind. 

Q. (By Mr. Marcussen): In an organization 
of this kind,—I will rephrase that, please. In a 
going concern, an industrial concern, what, gen- 
erally, from the point of view of sound financing, 
—and by sound financing, I mean financing by 
which the organization could reasonably expect, 
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under normal conditions, not to be faced with 
financial embarrassment,—with that in mind, in a 
going concern, industrial concern, what ordinarily 
should be the ratio between the capital stock and 
net worth and the liabilities of such an enterprise? 

Mr. Jones: If the Court please, that calls for 
purely a conclusion. 

The Court: I know, but this witness is an ex- 
pert. It is a matter of practice, I presume, with 
that banking institution, and I will overrule the 
objection. 

Mr. Jones: I note an exception. [544] 

The Court: An exception will be saved. 

A. In a going concern the thing that the bank 
looks for is the ratio of assets to quick liabilities. 
As a general rule, there should be twice as much 
quick assets as habilities; that ratio might change 
with the character of the business, for instance, if 
it is a wholesale grocery business, where the mer- 
chandise turnover is from twelve to fifteen times 
a year; in such cases we look at it quite differently. 
But, by and large, that is the ratio. And when 
that ratio becomes impaired through business man- 
agement or due to the times, we begin to press 
for more security; instead of open credit we ask 
for secured credit in the way of inventory, or logs, 
booms, warehouse stocks, or what not. 

Q. (By My. Marcussen): What ordinarily 
would be the ratio in a steel mill, bearing in mind 
the amount of money that must be in inventory, 
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and the fact that it may take some time to get 
going? 

A. We give them no credit except as we get se- 
cured credit on the supplies, such as scrap iron and 
the like. 

Q. Generally, what would you say the current 
ratio should be? 

A. You mean for the Bethlehem Steel, for in- 
stance? 

Q. I mean this organization. 

A. We didn’t think they were entitled to any 
open line of credit. [545] 

Q. I know, but what ratio would you think you 
would have to have required for a bank loan? 

Mr. Jones: If the Court please, the witness has 
already said what he thinks, and besides, it is specu- 
lation. 

The Court: I think he has already testified to it. 

Mr. Mareussen: He has not answered it as it 
pertains to this enterprise. 

The Court: I think vou asked that in the pre- 
ceding question, that they had no open line of 
credit. 

Mr. Mareussen: I am asking him what the cur- 
vent ratio should be if he should make a loan to 
the concern unsecured. 

The Court: He said they didn’t have any open 
eredit ; I don’t think we should ask him about some- 
thing with respect to conditions that do not exist. 

Mr. Marcussen: J am asking him as an expert. 
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The Court: You have asked him as an expert, 
and he said the ratio should be 2 to 1 or better. 

Mr. Marecussen: Very well. 

Q. (By Mr. Marcussen): From the point of 
view of sound financing, what should be the ratio 
between the total capital and the net worth of the 
organization to its total liabilities, generally speak- 
ing? 

A. Well, that is about the same as the question 
before. [546] 

The Court: What is the answer? 

A. I cannot give a definite answer; it depends 
on the business, the quality of the management and 
the current market conditions. That is a hard 
question to come down and give a definite answer on. 

Q. (By Mr. Marcussen): Well, I am just ask- 
ing you from the point of view of sound financing 
as I described it to you a moment ago, sound finane- 
ing being such financing as would give the corpora- 
tion or business involved money on a loan on a 
basis of a reasonable prospect of avoiding financial 
embarrassment under normal conditions? 

The Court: Can you answer the question? 

The Witness: I can only answer as a banker; 
T am not an investment banker; I am only a com- 
mercial banker. 

The Court: Answer the question, if you ean. 

The Witness: I would savy, as a commercial 
banker, with a loan against working capital you are 
talking about the ratio of investment capital to 
total assets or liabilities? 
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@. (By Mr. Marcussen): Yes. 

A. We pay little attention to that; we look at 
the working capital on the ratios which pertain 
to it. 

Q. Apart from the considerations solely as a 
commercial banker, do you know, generally, what 
the ratio should [547] be for the purpose of sound 
financing, as I have described it? 

A. Sound mortgage financing or commercial 
bank financing? 

Q. I mean, from the point of view of the corpo- 
ration itself, the way it is set up. 

A. J would rather not answer the question. 

Q. By ‘‘vather not’’ you mean do know.anything 
about that at all, Mr. MacNaughton? 

A. It is such open ended question—the na- 
ture of the business and the nature of the manage- 


ment 

Q. You may make any qualifications or condi- 
tions which you lke in order to give the answer. 

A. Well, starting again, I will say I don’t know. 

Q. Do you recall anything that was discussed 
at that meeting concerning the unit costs of this 
plant? A. Unit operating costs? 

Q. Yes. A. No. 

Q. That is, on the basis of per ton of steel? 

A. No, I don’t recall. Did I say something there 
(iidicating document) ? 

Q. Yes. I will hand you this in a minute, Mr. 
MacNaughton. I call your attention to the second 
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paragraph on the page (indicating), and I will ask 


you to read it. A. Out loud? [548] 
Q. No. And then I will ask you if that refreshes 
your recollection? A. Yes. 


Q. Does that refresh your recollection? — 

A. Yes. 7 

Q. Could you testify concerning the question I 
asked you without referring to that now? 

A. How is that? 

Q. If I were to take the memorandum away from 
you could you answer the question ? 

A. What was the question that you wanted me 
to answer; if it is in dollars and cents, I would 
rather have it in my hand (indicating). 

Q. You could not testify without having that in 
your hand? 

A. I would rather refresh my recollections from 
it as I testify. 

Q. I don’t want you to read it and memorize it, 
but I just want to know whether, after reading it 
all, it comes back to your mind? A. Yes. 

Q. Does it? A. Yes. 

Q. Could you say what was said at the confer- 
ence concerning the unit costs? 

A. Mr. Lewellyn, who was the superintendent in 
charge [549] of operations, and Mr. Schnitzer and 
Mr. Wolf, said the bill of costs was running approxi- 
mately $38 a ton, which was out of line with the 
market and also the forecast which had been made 
for them by some cost accountant, namely that the 
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| price should not be more than $31 a ton. It was also 
said that this $38 a ton billing cost was high, because 
| these costs were based upon the first runs and the 
plant had not been coordinated, and it had a good 
deal of frictional interference to get out of the way, 
/ and that they hoped to get the price down to the 
: market level. 
Q. What was the frictional interference that you 
referred to? 
_ <A. Well, in the commencement of operations in 
any plant there is always a period when new ma- 
: chinery and old machinery brought into the plant do 
not work together; there is a friction also which 
may come from differences of opinion between man- 
agement and the foremen, or between management 
and the owners and stockholders; and there was a 
good deal of that im this business at that time. 

Q. Do you recall the nature of the friction? 

A. Well, I have indicated that one male partner, 
Mr. Wolf, was bitter about the whole speculative 
venture, and Mr. Schnitzer and his son had had dif- 
ferences of opinion growing out of the disappoint- 
ment in costs, and so forth. 

Q. You mean his son Morris? [550] 

A. Yes. There got to be a time there when the 
two male partners would not talk to each other except 
through me or somebody else. 

Q. You mean Mr. Sam Schnitzer and Mr. H. J. 
Wolf? A. Yes. 
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Q. What was the basis of Mr. Wolf’s bitterness 
in these conversations? 

Mr. Jones: I don’t think that is-material to any 
of the issues in this ease. 

Mr. Marcussen: It is very material, for this rea- 
son: There has been a lot of evidence introduced 
by the Petitioners to show it was one for all and 
all for one, and that this was a very fine coopera- 
tive venture, and there was a desire to limit the 
investment; and I think it has very great mate- 
riality. 

The Court: I don’t know what it is; it is a con- 
versation between the parties about the very sub- 
ject matter that the Court has to pass upon, so I 
will overrule the objection. 

Q. (By Mr. Mareussen): Would you like to 
have the question read? A. Please. 

Mr. Mareussen: Will you read it. 


(Whereupon the question referred to was 
read aloud by the reporter as follows: ‘‘What 
was the basis of Mr. Wolf’s bitterness in these 
conversations ?’’) [551] 


A. Well, Mr. Wolf was a man of a decidedly 
different temperament than Mr. Schnitzer. There 
were differences of opinion which naturally would 
erow out of that. Mr. Wolf was on the cautious 
side and Mr. Schnitzer was on the venturesome side; 
that was always true during their business expe- 
rience; and I had known the gentlemen for a period 
of 35 years. When they went into this venture, at 
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first the bank knew nothing about it, and then it 
appeared on the horizon, and as it merged above 
the horizon Mr. Wolf’s cautiousness asserted itself 
and he knew it was something that neither one 
knew anything about, and he further said there was 
a concealment from him of the potentialities as to 
costs and as to hazards, and that he was being kept 
in the dark. On several occasions they came in and 
talked with me in the bank, and on numerous occa- 
sions, at least in the beginning, I told them that I 
thought they had made an unwise venture, out be- 
yond their depth, that they had gone into a venture 
about which they knew nothing, and also without 
any basis as to the knowledge of costs. They were 
building it themselves without any expert supervi- 
sion or control; in fact, that quality of management 
was almost impossible to get. In fact, the war in- 
dustries had wiped out the market clean of anyone 
who had any knowledge of that kind of operation. 
They were feeling their way; Mr. Wolf was more 
and more concerned and was more and more bitter 
about it; and the bitterness was mutual, and as Mr. 
Wolf held [552] back Mr. Schnitzer became more 
and more restive; and it was an extremely difficult 


time for a partnership. | 

Q. I would like to ask you, in the course of those 
conversations, whom did Mr. Sam Schnitzer blame 
for the difficult circumstances that they found them- 
selves In? 

A. They blamed everybody from God down. 
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Q. Can you identify any of these parties besides 
God? 

A. Well, next to God came the bank. They 
thought we were too conservative; well, too bankish, 
that is all; and then, leaving the bank out of the 
picture, they began to criticize the superintendents 
they had and the machinations of the steel com- 
panies which they thought were blocking or inter- 
fering with them. 

Q. Do you know whether there was anything to 
that or not? 

A. I doubt it, because the steel companies had 
all they could do for the government without watch- 
ing this small concern very much. And they got 
into family differences of opinion, and when they 
eot into that I just closed my ears; and those two 
men, when they got to talking to each other, if it 
were not a tragedy, it would have been a comedy; 
it was Potash and Perlemuter, if you know what I 
mean. a 

Q. I call your attention to the last paragraph 
of this memorandum, and ask you to read that, and 
TI will ask you if that refreshes your recollection 
as to any other matter as to [553] which Sam Schnit- 
zer attributed the embarrassment at that time 
(hands document to witness)? I don’t ask you to 
read it but ask you if that refreshes your recollec- 


tion. Have you read it?’ A. Yes. 
Q. Then I will ask you if you can testify with- 
out the memorandum? A. Yes. 


Q. Will vou go ahead. 
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A. Well, Mr. Sam Schnitzer, who was the domi- 

| nant moving spirit in this operation—— 

The Court: You mean in the mill operation? 

The Witness: Yes. He especially criticized. the 
former superintendent in charge of construction 
and operation, and also he was critical of his son, 
Morris, claiming that Morris more interested in 
buying second hand machinery at a bargain price 
then following out the plans of the original design. 
IT will say this about Sam Schnitzer, that his con- 
tinuity of thought was about as changeable as the 
New England weather; he would be for one pro- 
gram one week, and then he would be ready to start 
on something else the next; and it was just hell 
on wheels all the time they were trying to build 
that thing. While all that was going on, Harry 
Wolf was going around in the bank holding his 
hands to his head like this (indicating) saying, ‘‘My 
God, my God, where is it [554] going to end?” 

Q. From your familiarity with the background 
of this organization and particularly with its organ- 
izers and the program it had laid out, and entirely 
apart from subsequent events, what, at that time, 
in your opinion, would be the prospect for success 
for such a venture? 

Mr. Jones: ‘That calls for a conclusion. 

The Court: J don’t think it would take an expert 
to prophesy about a situation of that kind. 

Mr. Marcussen: Very well. Then I don’t think 
testimony on that question would be required. 
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Q. (By Mr. Marcussen): Now, from what you 
know about the background of the enterprise and 
the principals involved in it, can you state, from 
the point of view of sound financing, as I have al- 
ready described it to you, what should be the ratio 
of the total capital contribution—ecapital stock and 
net worth to the total liabilities. 

A. I have already answered that question. 

The Court: He has answered it. 

Q. (By Mr. Mareussen): You don’t have any 
modification to make to your answer in the light the 
additional information that you have given the 
Court here? 

A. As far as this venture was concerned, and 
viewing it as a banker, I would not have looked at 
the figures at all. [555] I would have looked at 
the quality of the ownership and the management 
it had, and written it off as a poor risk from the 
standpoint of banking credit. That is exactly what 
we did. 

@. Did the principals in this organization come 
to you or to the bank, rather, and request a loan 
in the early stages of its development? 

A. For the rolling mill? 

Q. Yes. 

A. I don’t think so. If they had they would 
have gotten a definite answer, “‘no.’’ 

Q. Did they come and ask you for a loan per- 
sonallv for the purpose of making an investment: 
in the mill? 


! 
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A. We loaned them money, or had been loaning 
them money continuously for many years. As part- 
ners of the Alaska Junk Company they had a sub- 
stantial net worth, and we extended then large 
credit, and they never misused it. 

Q. Do you recall them asking you about a $400,- 
000 loan which they wanted you to put into the 
Oregon Steel Rolling Mills? 

A. Specifically, I do not. These men were phe- 
nomenal successes as salvage merchandise dealers, 
starting at almost the pushcart level, and they had 
worked themselves up to be one of the most suc- 
cessful clients or customers the bank had; but going 
into this venture they went into waters about which 
they knew very little. [556] 

Q. From the bank’s files here I show you a mem- 
orandum dated April 15, 1942, bearing the initials 
at the end of AWG, and purporting to be a report 
on a conference with Mr. Sam Schnitzer and Morris 
Schnitzer and Mr. Groth. J will ask you to ex- 
amine that memorandum, if you will, please (hands 
document to witness) ? 

A. Well, I have given it a quick glance. 

Q. Does that refresh your recollection at all? 

A. Ina general way. 

Q. As to any application for a loan by these 
stockholders in connection with the Oregon Rolling 
Mill? 

A. Yes; the loan would come to them as individ- 
ual partners; what they did with the money we had 
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an interest in; and our loan was based on the Alaska 
Junk Company statement and their net worth. 

Q. Do you know whether the application was 
made for a loan by Oregon Steel? 

A. I couldn’t answer that. Mr. Groth will have 
to answer that. 

Q. Now then, after the organization was started, 
that is, the Oregon Steel, do you know whether any 
loans were made on secured credit? 

A. By the bank? 

Q. Yes. 

A. We loaned them upon piles of scrap metal, 
on one or [557] two occasions, perhaps more. 

Q. How about the accounts receivable? 

A. And on the accounts receivable, also. 

Q. Do you know anything about the details of 
this loan, or those loans, and the dates, and that 
sort of thing? 

A. No; they were made in our branch down- 
stairs, and that branch was in charge of Mr. Groth. 

Mr. Marcussen: That is all, Your Honor. 


Cross-Examination 
By Mr. Jones: 
Q. Do vou know whether or not the steel mill 


is working today ? A. Yes ite 
Q. Does it have an account with you people to- 
day, the First National Bank? A. Yes. 


Q. Iam calling your attention to this document 
in the file, and I will ask you to state what that is 
(hands document to witness) ? 


’) 
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A. This is a memorandum financial statement 
prepared by the bank’s credit department, based 
upon financial statements submitted to the bank by 
the Oregon Steel Mills. 

The Court: Of what date? | 

The Witness; As of the end of 1946—December 
31, 1946, and December 31, 1947. [558] 

Q. (By My. Jones): What does it show the 
capital stock of the steel mill to be? 

Mr. Marcussen: An objection, if Your Honor 
please, on the ground that this is 1946, three years 
after the pertinent date. 

The Court: I don’t see the materiality. 

Mr. Jones: The materiality is—he is arguing 
about a ratio, a ratio of assets to liabilities, and this 
definitely shows that the ratio 

The Court: All right, I will admit it. 

A. $187,800. 

Q. (By Mr. Jones): Is that the unissued capi- 
tal stock? 

A. That is the outstanding capital for both years. 
It is identical. 

Mr. Mareussen: I object on the further ground, 
it is already in evidence. 

The Court: This is cross-examination of the wit- 
ness. . 

Q. (By Mr. Jones): Does the statement show 
whether the company has any earned surplus? 

A. Yes. , 

@. What was the earned surplus for the year 
1946 2 A. $379,568. [559] 
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Q. And for the year 1947? A. $1,191,501, 

Mr. Marcussen: Just a minute. Let the record 
show my objection. 

Mr. Jones: I have not finished my cross-exam- 
ination. 

Q. (By Mr. Jones): In your experience with 
Mr. Sam Schnitzer, when something was going 
wrong, wasn’t it true that it was his nature to place 
the blame rather indiscriminately ? 

Mr. Mareussen: I will object to that, if. Your 
Honor please, on the ground that it calls for a con- 
clusion of the witness. 

The Court: I will overrule the objection. 

The Witness: Shall I answer? 

Mr. Jones: Yes. 

A. Yes: 

Q. (By Mr. Jones): Whether or not Morris 
Schnitzer was at fault or not, if Sam Schnitzer hap- 
pened to be irritated at the time, it would be like 
him to place some blame on Morris? 

Mr. Mareussen: I will object to that as not com- 
petent. 

The Court: Let us not go into the details. I 
will sustain the objection to that. 

The Witness: May I make a statement? 

Q. (By Mr. Jones): Yes. [560] 

A. My. Schnitzer would blame everybody but 
himself. 

Q. Referring again to the balance sheet which 
you had in your hands a moment ago, that was 
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submitted to you by the Oregon Steel Rolling Mill 
for your credit files, what are the total liabilities 
as shown for 1946 and 1947? 

A. Current liabilities? 

Q. No; the total. 

A. Here is a total.of $1,248,450 for 1946. 


Q. And for 1947? A. $1,192,379. 

Q. That is indicated on the statement as the 
total debts? A. Right. 

Q. That, of course, does not include the liability 
for either stock or earned surplus? A. No. 

Q. Are you acting as bankers for this firm? 

A. ‘The rolling mills? 

Q. Yes. A. Yes. 

Q. Are they operating successfully ? 

A. Yes. 

Q. You have no information of your own as to 


whether any of the charges made by Mr. Sam 
Schnitzer against any of the [561] acts of Morris 
Schnitzer were true or false, did you? 
A. No, sir. 
Mr. Jones: That is all. Thank you very much. 
The Court: Are there any further questions? 
Mr. Mareussen: Yes, Your Honor. 


Redirect Examination 
By Mr. Marcussen: 
Q. I hand you file there, and call your atten- 
tion to the balance sheet concerning which you have 
testified on cross-examination, and I will ask vou 
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whether it is true, as counsel stated, there is any 
item there identifiable as earned surplus? 

A. It is designated solely as ‘‘surplus,’’ but the 
difference between the surplus of 12/31/46 and 
12/31/47 was earned surplus as between those two 
years. 

Q. Doesn’t it show a figure for surplus at the 
end of 1946 as compared with 1947—strike that. 
Doesn’t it show about $379,000 for the year end in 
1947, and about $248,000 for the year 1946? 

A. You have missed the $1,000,000. 

Q. From what you know about surplus accounts, 
and so forth, is there any other way that could 
be increased besides by earnings to the corporation ? 

A. It could be contributed by stockholders or 
anyone else who wanted to put money into it; but 
they would be contributing [562] money and getting 
nothing for it. 

Q. Jf a stockholder did it, it would increase the 
value of the shares? 

A. Yes; it would be an increase in the net value 
of his shares. That is what you mean? 

Qa cs, 

A. But on his books he would have an increased 
investment in the business. 

Q. Precisely. Do you know whether this item 
of surplus included any items of paid-in surplus? 

A. By the stockholders? 

Oe es: A. No, it does not. 
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Q. Or paid in surplus by the stockholders or 
resulting from any other means? A. No. 

Mr. Marcussen: That is all. 


Recross-Examination 
By Mr. Jones: 

Q. Your answer to the last question means that 
it does not represent any contributions, but repre- 
sents earnings of the company? 

A. It is the result of the earnings of the com- 
pany. [563] 

Redirect Examination 
By Mr. Marcussen: 

Q. Do you mean by that, that you know the in- 
erease in the years from 1946 to 1947 represents 
an increase in the accounts due solely to earnings? 

A. That is right. 

Q. You don’t know what the $379,000 was com- 
posed of as it stood at the end of the year 1946? 

A. That is capital stock? 

Q. You don’t know whether that surplus came 
from earnings or what? You don’t know where that 
surplus came from? . 

A. I couldn’t answer that without seeing a state- 
ment for the year ahead. 

“The Court: Does counsel for the Petitioner 
want to ask any more questions ? 

Mr. Jones: No; thank you. 

The Court: All right. You are excused. 


(Witness excused. ) 
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Mr. Marcussen: JI will call Mr. Groth. 

The Court: Is this another one of the Respond- 
ent witnesses ? 

Mr. Marcussen: Yes. 

The Court: And this is by permission of 
counsel ? 

Mr. Jones: That is right. 


Whereupon, 
ARNOLD W. GROTH 


called as a witness by and on behalf of the Respond- 
ent, [564] having been first duly sworn, was exam- 
ined and testified as follows: 


Direct Examination 
By Myr. Marcussen: 

Q. Will you please state your name? 

A. Arnold W. Groth. 

Q. What is your business or profession ? 

A. Vice President of the First National Bank 
of Portland; prior to Februry, I was manager of 
the main branch, also Vice President. 

The Court: Prior to February of what year. 

The Witness: This year, sir. 

Q. (By Mr. Marcussen): Now, how long were 
you in the main branch of the bank? 

A. I have been connected with the bank since 
1921; and I have been connected with the main 
branch practically all of that time. That will need 
a little explanation. After 1927 we had a sort of 
redesignation of the departments, and at that time 
I became assistant manager of the main branch, and 
then was later made manager of the main branch. 
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Q. When did you become manager of the main 
branch ? A. About ten years ago. 

Q. As manager of the main branch, will you 
state in a general way what your duties [565] were ? 

A. Well, the general management of the bank; 
particularly the responsibility for the loaning of 
its money in the main branch. 

Q. Can you state whether or not an application 
was made by Oregon Steel—by the way, when we 
speak of ‘‘Oregon Steel,’’ that is just short for 
‘‘Oregon Electric Steel Rolling Miall.’’ 

A. I understand. 

Q. Can you state whether an application was 
made for a loan in the amount of $400,000 by Ore- 
gon Steel in connection with an REC loan? 

A. I would have to refresh my memory by 
looking at the files. 

The Court: We will take a five minute recess. 


(Whereupon a five minute recess was taken.) 


The Court: IL think we might save time if the 
witness has to check some matters to refresh his 
memory, while he is doing that to resume the testi- 
mony by Petitioner. 


(Witness excused. ) 


Mr. Jones: Mr. Johnson, please. 
The Court: The reporter will note that Mr. 
Johnson is recalled bv the Petitioner. 
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Whereupon, 
J. FE. JOHNSON 


recalled as a witness by and on behalf of the Peti- 
tioners, having been previously sworn, was further 
examined and [566] testified as follows: 


Mr. Jones: We are going to stipulate into the 
record, subject to check for inacenracies, the total 
amount of cash advances on Exhibits 41 through 
55, and then the total cash repayment by the 
debtor back to the Alaska Junk. 

The Court: 41 through 55? Are those Exhibits 
introduced for identification purposes? 

Mr. Jones: They were just for identification; 
not offered. 

The Court: These cash payments relate to col- 
lateral loans or other loans made? 

Mr. Jones: That’s right. I will have the witness 
do most of the dictating of the stipulation, and we 
will have it in here this afternoon. 

The Court: All right, if that will save time. 

Redirect Examination 
By Mr. Jones: 

Q. Have you got the figures with you? 

A. Yes. 

Mr. Jones: That is all. 


(Witness excused.) 


Mr. Mareussen: At this time J would like to eall 
Mr. Margosian for further cross-examination. 
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Whereupon, 
LEON D. MARGOSIAN 


recalled as a witness by and on behalf of the Peti- 
tioner, having been previously sworn, was further 
examined and testified as follows: 


Cross-Examination 
The Court: You were sworn yesterday ? 
The Witness: Yes. 
By Mr. Marcussen: 

Q. Now, Mr. Margosian, I think yesterday you 
may recall that we discussed the questions of ad- 
vances of stockholders to Oregon Steel? Do you 
recall that? A. Yes. 

Q. I don’t think it is necessary for me to recall 
your direct testimony or your cross examination. 
Do you remember it pretty well ? 

A. The general substance of it, sir, yes. 

The Court: Without repeating what was said 
more than once, let counsel make the preliminary 
statement and get to the point, because we have 
to get through with this case sometime today. 

Q. (By Mr. Marcussen): I asked you to pro- 
duce accounting authorities which you had referred 
to in the course of your direct examination which 
would justify the practice which you described as 
good accounting procedure of listing advances to 
stockholders as a separate item outside of current 
liabilities, even though [568] they constitute current 
hiabilities. Now, I would like to ask vou to refer 
to the authorities which you have brought with vou? 
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A. I would like to make a correction to that; 
I said that these were not all current liabilities. 
I would like to refer to the incidents leading up to 
the balance sheet’s present condition. These vouch- 
ers or invoices from Alaska Junk Company came 
to the Oregon Steel mills in the same manner as 
all other vendors’ invoices; we processed them in 
exactly the same way; we presented them to the 
Reconstruction Finance Corporation for payment 
along with other regular invoices; some of them 
were approved and paid. Those that were not ap- 
proved and paid, we showed in accounts payable. 
Now, it was my understanding from the owners of! 
the company that these accounts were to be paid 
either by the RFC or out of operating profits. I 
might say that a simple calculation would show 
me it would be more than one year before the 
entire amount of the indebtedness was paid off, 
assuming that the corporation got into active pro- 
duction immediately. It would only be a flight of 
imagination to imagine what part of this indebted- 
ness would be paid during the next year, and, 
naturally, on account of that I could not put an 
indefinite amount under ‘‘current liabilities,’’ so 
I showed the entire amount below the ‘‘eurrent 
liabilities. ”’ 

Q. It is your statement that yesterday you did 
not [569] characterize them as current liabilities? 

A. They were current habilities when they 
came in. 
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Q. What is your authority for the statement? 
What is the basis for the statement ? 

A. I was instructed by the owners of the firm 
and by Mr. Reilly, their deceased accountant, that 
after my entry for the stock issued and the deben- 
tures had been placed on the books, all other 
amounts would be current and would be paid either 
out of the REC funds or operating profits. 

Q. Now, I hand you Exhibit 17, and ask you 
whether that is the account of the Alaska Junk on 
the books of Oregon Steel (hands document to 
witness) ? A. Yes, sim 

Q. Is there anything on that that shows that 
that is an account payable? 

A. Not on this ledger sheet. 

Q. And did you establish that ledger ? 

A. Yes, I made it up. 

Q. You did not indicate on there at all that this 
is an account payable ? : 

A. Not on this ledger sheet. 

Q. This is a copy from the books of the cor- 
poration itself which you were in charge of at the 
time ? Eee yes, Sint 

Q. Now then, have you finished with the ex- 
planation [570] that you wanted to make in re- 
sponse to the question I asked you ? 

A. How is that? 

Q. Have you finished with the explanation? 

i SS 

Q. Now then, I want to refer to these authori- 
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ties that you brought here, and ask you to point 
out the passages in them which approve of the 
practices that I described in my original question 
that I asked you. 

A. The first situation is the balance sheet’s pres- 
ent condition of account. 

The Court: What is that from? 

The Witness: From ‘‘Auditing Theory and 
Practice’’ by Robert H. Montgomery. 

The Court: What page are you reading from? 

The Witness: 294. 

My. Jones: What edition? 

The Witness: 1940. The heading of this chapter 
is ‘‘Balance Sheet Present Condition of Accounts 
Payable.”’ 

Q. (By Mr. Marcussen): Is that the heading 
of the chapter, or simply a subheading to the 
heading ? 

A. A subheading. The second paragraph of this 
heading is as follows: ‘‘The term ‘notes payable’ 
may be used as a general caption under which may 
be listed separately items [571] such as trade in- 
debtedness, advances to officers, dealers’ deposits, 
etc. Amounts payable to affiliated companies should 
be stated separately.’’ 

The Court: Is that in quote? 

The Witness: Yes. Now, my second quotation— 

The Court: From what page? 

The Witness: Page 286 of the same volume. The 
heading of the subheading is ‘‘Current Liabilities— 
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Definition and Classification.’’ ‘‘Obligations, the 
maturity of which will not extend beyond one year 
from the date of the balance sheet are current lia- 
bilities.’’ Now, manifestly, under this definition I 
could not place this particular account under “‘cur- 
rent liabilities.”’ 

Q. (By Mr. Marcussen): Could you describe it 
as a current liability yesterday ? 

A. At the time it came into the office, yes. 

Q. You described it here in court, referring to 
the items of advances to stockholders on the balance 
sheet Petitioner’s 19, being the balance sheet dated 
October 31, 1941, for Oregon Steel—you stated the 
item there appearing as ‘‘advances from stockhold- 
ers’’ in the amount of some $450,000, as a current 
hability. 

A. Ishould have made the qualification. 

Q. They were not current liabilities, were they, 
then? [572] 

A. As I say, the nature of these liabilities 
changed in my opinion, after they came into the 
office, and the payment of them was refused by 
the REC. 

Q. Referring to page 286. Was that the second 
quotation that you made from this book? 

A. Yes. 

Q. Did you read the preceding part of that 
chapter ? A. Yes. 

Q. I call your attention to the first page. I call 
your attention to the first page of the chapter which 
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is entitled ‘‘Current Liabilities,’’ Chapter 15, and 
ask you whether you read that and up through to 
the next page about which you testified, page 286 
(hands document to witness) ? A. Yes. 

Q. Now, so that the record may be clear and 
your Honor will understand what I am interrogat- 
ing the witness about, I would like to read, ‘‘Be- 
cause most liabilities are fixed and definite in 
amount, opinion does not play such an important 
part in the determination of the amounts at which 
liabilities should be stated. The accounts receivable 
believed to be good may be paid, but the entire 
amount of the accounts payable in a going business 
must be paid in full. The chief difficulty regarding 
direct liabilities frequently lies in the ascertain- 
ment of their existence rather than in the deter- 
mination of their exact amount.’’ [273] 

And then a heading ‘‘ Distinction Between Lia- 
bilities and Capital.’’ ‘‘Generally speaking, three 
classes of items are found on the credit or right 
hand side of the balance sheet: (1) liabilities; (2) 
capital; and (3) items which, in whole or in part 
are liabilities or capital, according to the circum- 
stances. Examples of eredit balances which nor- 
mally would appear as liabilities but which under 
certain conditions are analogous to capital are the 
following: debts to stockholders which may be spe- 
cifically subordinated to the claims of all other 
creditors and securities which appear on their face 
to be debts and which are so restricted in legal 
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remedies, that the holders thereof, in ease of bank- 
ruptcy of the issuing corporation may rank with 
the stockholders rather than the creditors. The de- 
scription which appears on a balanee sheet as to 
securities such as are referred to, might read: 
‘twenty-year five per cent debentures due August 1, 
1950, subordinate in every respect in event of 
liquidation to claims of other creditors.’ Assess- 
ments paid by stockholders, although carried on the 
corporation’s books as loans payable may be held 
to be eapital if the facts disprove the entires on 
the books.”’ 

Did you have that passage in mind when you tes- 
tified yesterday ? A. Naturally not. 

Q. You did not? A. No, sir. [574] 

Q. If there is any conflict between that state- 
ment in the book and your testimony of yesterday, 
as an accountant, Mr. Margosian, would you have 
any comment to make upon it? 

A. Would you repeat that question again, 
please? 

» Mr. Marcussen: Will you read the question, Mr. 
Reporter ? 


(Whereupon the last question was read aloud 
by the reporter as above recorded. ) 


A. Will you please explain that a little further? 

Q. (By Mr. Mareussen): Yes, I will restate 
the question. As between the statement and your 
testimony, 1s there any conflict between what you 
said and what is stated in the book? 
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A. Sir, at the time I was making these entries, 
I was acting as accountant for the Oregon Steel. 
I was making the entries in good faith based on 
the knowledge which I had at the time and the in- 
formation which I received from the owners. 

Q. Let it be understood, Mr. Margosian, there 
isn’t any question of your good faith now, but I 
am just directing your attention to what appears, 
to me at least, to be an inconsistency in the state- 
ment which I read from the authority which you 
have produced, and the testimony which you gave 
yesterday. Now, if there is any inconsistency, who 
do you say should be correct ? 

A. Under the circumstances which prevailed at 
the [575] time, at the time I made the entries, the 
assignments I made of the items was, in my opinion, 
correct. 

Q. Do you think it is correct in the light of the 
statement which is read from the authority ? 

A. According to the conditions which I under- 
stood at the time, they are correct. 

Mr. Marcussen: I think the record speaks for 
itself. I have no further cross-examination, except 
that I wish to further identify this volume by stat- 
ing to your Honor that this is ‘‘Auditing Theory 
and Practice’ by Montgomery, Sixth Edition, Ron- 
ald Press Company of New York, and apparently 
it is the second printing in December, 1940. 

The Court: Is that all? 

Mr. Marcussen: Yes. 
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Mr. Jones: The witness says he has one other 
thing that he wants to bring before the court with 
respect to his authority. 

The Witness: This bulletin is entitled ‘‘Exami- 
nation of Financial Statements by Independent 
Public Accountants.”’ It was issued in January, 
1936, by the American Institute of Accountants. 

Q. (By Mr. Marcussen): What is the name? 

A. ‘Examination of Financial Statements by 
Independent Public Accountants.’’ [576] 

The Court: Who is the author of the book? 

The Witness: It is a bulletin prepared and pub- 
lished by the American Institute of Accountants. 

The Court: What date? 

The Witness: January, 1936. 

The Court: You want to read something from 
that ? 

The Witness: Just one excerpt. On page 24, 
under the title of ‘‘Accounts Payable,’ and sub- 
heading No. 5: ‘‘Liabilities to affiliated companies 
and advances by stockholders, directors, officers and 
employees, if material in amount should be shown 
separately on the balance sheet.’’ 

The Court: Does that complete the reading? 

The Witness: Yes. 

Q. (By Mr. Marcussen): Is there anything in 
this book 

The Court: You mean the document from which 
he has just quoted ? 

Mr. Marcussen: Yes. 
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Q. (By Mr. Marcussen): —which justifies the 
practice of stating those advances outside of the 
caption of ‘‘current liabilities,’ if, as a matter of 
fact, they actually consist of current liabilities? 

A. I explained that. . 

Q. I just want you to answer the question. [577] 

The Court: Just give your answer. 

Q. (By Mr. Marcussen): What is your answer 
to that question? I have permitted you to give every 
explanation you desire, but I don’t think you have 
answered that question. 

A. Will you read the question, please? 

Mr. Mareussen: Will you repeat the question, 
Mr. Reporter? I believe it was stated in two 
sections. 


(Whereupon the question referred to was 
read aloud by the reporter as follows: “‘Is 
there anything in the book which justifies the 
practice of stating those advances outside of 
the caption of ‘current liabilities,’ if, as a mat- 
ter of fact, they actually consist of current 
liabilities ?’’) 

Q. (By Mr. Marcussen): You can answer yes 
or no to that question. 

A. Not in that particular booklet. 

Q. Is there in any particular booklet ? 

A. By the same organization ? 

The Court: The Court is not going to tolerate 
any more questions about any more books. 
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Mr. Mareussen: Very well. 
The Court: The witness is excused. 


(Witness excused.) 


Mr. Marcussen: We have a stipulation which I 
think will save time, if you will give us a few 
moments? [578] 

The Court: All right. We will take a short 


recess. 
(Whereupon a short recess was taken. ) 


Mr. Jones: I will call Mr. Johnson back to the 
stand. 


Whereupon, 
J. F. JOHNSON 


recalled as a witness by and on behalf of the Peti- 
tioner, having been previously sworn, was further 
examined and testified as follows: ° 


Direct Examination 
By Mr. Jones: 

Q. I am handing you Exhibit 41 for identifica- 
tion, Mi. Johnson, and as a preliminary question, 
T will hand you all the Exhibits 41 to 55 inclusive, 
and ask you if you have calculated all the cash 
advances made by Alaska Junk Company to all the 
persons named on these accounts, Exhibits 44 to 
Ddd—41 to 55? A. Ihave. 

Q. Have you also ran a debit on all the cash 
payments on these accounts, or the cash collections ? 

me Yes. 
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Q. Or the cash collections which have been made 
by the Alaska Junk Company from the persons 
nained as debtors in the accounts ? 

A. That is right; cash collected by the Alaska 
Junk [579] Company. 

Q. Have you got the total of all those with you 
here? A. Yes. 

Q. Will you refer to your notes from the Na- 
tional Machinery account? 

A. The National Machinery Company, cash ad- 
vances $1732.31. 

Q. How much repayment was there to the 
Alaska Junk Company from the National Ma- 
chinery Company ? 

A. Cash collections, $47,099.55. 

Q. Take Exhibit 42 for identification, Central 
Supply; how much money was advanced by 
Alaska? A. $15,500. 

Q. All right. During the period shown by this 
account No. 42, or Exhibit 42, how much in eash 
was repaid? A. $104,968.27. 

Q. That is, repaid by Central Supply to Alaska? 

A. That is correct. 

Q. Take Exhibit 48, Schnitzer Steel Products 
Company. How much cash was advanced by Alaska 
Junk Company to the Schnitzer Steel Products? 

A. $119,020.99. 

Q. And how much cash was paid to Schnitzer 
Steel Products—by Schnitzer Steel Products to 
Alaska Junk Company ? A. $17,517.37. [580] 
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Q. Take the Carlton and Coast venture, Peti- 
tioner’s 44 for identification. How much money 
does that account show the Alaska Junk Company 
advanced to Carlton and Coast? fe, 4627520: 

Q. And how much does the account show that 
Carlton and Coast repaid Alaska Junk? 

A. $134,649.94. 

Q. Take Petitioner’s 45 for identification, which 
is the Marshfield Bargain House account. How 
much does the account show that the Alaska Junk 
advanced to the Bargain House 1n cash? 

A. $4500. 

@. How much does the account show the Bar- 
gain House repaid to Alaska Junk? 

A. $6289.44. 

Q. Let us take the Vaughn Motor Works, Ex- 
hibit 46 for identification. How much does the ac- 
count show the Alaska Junk advanced ? 


A. $2225. 
Q. How much does it show the Vaughn Motor 
Works repaid Alaska Junk? A. $746.34. 


Q. Take Exhibit 47 for identification, Industrial 
Air Products Company. How much does the ac- 
count show that Alaska Junk advanced to Indus- 
trial Air Products? [581] A. $94,497.03 

Q. How much does the account show the Indus- 
trial Air Products repaid to Alaska ? 

A. $35,430.70. 

Q. ake Exhibit 48, M. Turn, how much does 
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Exhibit 48 for identification show that the Alaska 


advanced to M. Turn? A. $1600. 
Q. How much does the account show was 
repaid ? A. $300.10. 


Q. Take ‘‘Cash Advances on Scrap’’ General 
Accounts, Petitioner’s 49 for identification. What 
does it show the total of the cash advances by the 
Alaska Junk to the various people named on that 
accounts totals? A. $1971.08. 

Q. Does it show any cash repayments? 

A. Yes, sir. 

Q. What is the amount? A. $1457.84 

Q. Take Exhibit 50, Munce and Pedrante, Peti- 
tioner’s Exhibit 50. Did the Alaska Junk advance 
any amounts to Munce and Pedrante during the 
period covered by the account? A. Yes. 

Q. How much? A. $4479.63. 

Q. How much did it receive back from Munce 
and Pedrante [582] in cash payments ? 

A. $2148.51. 

Q. Take Emil Nyberg, Petitioner’s 51 for iden- 
tification. How much does this account show the 
Alaska Junk Company advanced Emil Nyberg? 

A. $2750. 

Q. Does it show any cash repayments by Nyberg 
to Alaska? 

May I see the ledger sheet (indicating) ? 
All right. (Hands document to witness.) 
None. 

Take the case of R. Pedrante, Petitioner’s 


Opo> 
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52. How much does that account show over the 
period covered by it, that Alaska advanced in cash 


to R. Pedrante? A. $1510. 
Q. How much did R. Pedrante pay in cash back 
to Alaska ? A. $1834.61. 


Q. Take the Medford Bargain House, Petition- 
er’s 53 for identification. What cash advances are 
shown by the Alaska Junk Company to that 
account? A. $8000. 

Q. Does it show any payments back to Alaska 
in cash? A. Yes. 

@. How much? A. $11,182.36. 

Q. Let us take the Steel Tank and Pipe Com- 
pany, special [583] account. How much eash ad- 
Petitioner’s 54—how much cash was 
advance to this company as shown by that account 
by Alaska Junk to the Steel Tank and Pipe Com- 
pany ? A. $1000. 

Q. Does it show any payments back? 

A. May I see the ledger card ? | 

Q. Yes. (Hands document to witness. ) 

A. None in cash. 

Q. Take Exhibit 55 for identification. That is 
the aecount of the Alaska Junk Company with 
Plumbing and Heating Sales Company. What does 
the account show as cash advances from Alaska to 
to the Plumbing and Heating Sales Company ? 

A. $1050. 

Q. Does it show any cash payments from 
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Plumbing and Heating Sales Company to Alaska? 

A. $35,294.82. 

Q. Are all the debits and credits I have men- 
tioned in cash? ~ 

A. Cash debits and cash collections. 

Q. We are not talking about any merchandise 
in these figures? A. That’s right. 

Mr. Jones: You may cross-examine. 

Mr. Marcussen: If the Court please, counsel has 
just offered testimony concerning cash totals of all 
these [584] accounts which were marked for iden- 
tification yesterday. Now, there were two or three 
of these concerning which he did not ask for 
testimony. 

Mr. Jones: ‘Two. 

Mr. Marcussen: I don’t know. It was either two 
or three. Counsel says it is two. With respect to 
those, the Respondent objects to those—— 

The Court: There was one that I remember 
which was not permitted because it was too remote. 
That will, of course, be excluded. 

Mr. Mareussen: I will ask that they be stricken 
from the record. 

The Court: The testimony will be stricken. 

Mr. Mareussen: I am reluctant to have it in 
evidence at all. 

The Court: My purpose in having the testimony 
was to cut the record short, and still have the per- 
tinent facts. : 

Mr. Mareussen: May we discuss this off the rec- 
ord a moment? 
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The Court: Yes. 


(Discussion off the record.) 


Mr. Mareussen: ‘The witness testified from sum- 
maries that he prepared; and may it also be un- 
derstood that we may have a copy of the summary, 
and I would like to offer these in evidence. [585] 

Mr. Jones: These are working papers; they 
have nothing to do with it. You can offer those in 
evidence if you want to. 

The Court: What is that that you are offering? 

Mr. Jones: Those and the working sheets, and 
the adding machine tape. 

Mr. Marcussen: J would like to offer them in 
evidence. 

The Cowt: That would be what? 

Mr. Mareussen: Respondent’s DD, this yellow 
sheet, and EH for the adding machine tape for the 
sole purpose of enabling the Respondent to check 
the accuracy of these statements. 

The Court: Very well. 


(The documents referred to were marked and 
received in evidence as Respondent’s Exhibits 
DD, and EE, respectively.) 


The Court: Is there anything further ? 
Mr. Jones: That is all. 
The Court: You may stand aside. 


(Witness excused.) 


The Court: Call your next witness. 
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Mr. Jones: That is the last witness for the 
Petitioner. 

The Court: Does the Petitioner have any fur- 
ther testimony ? [586] 

Mr. Jones: That coneludes our case. But I 
would like to say at this point that Mr. MacNaugh- 
ton appeared as a witness out of order for the 
Respondent. 

The Court: I think that is shown. 

Mr. Marcussen: Yes, I think so. 

The Court: Is Respondent ready to proceed? 

Mr. Marcussen: Yes. 

The Court: Very well, call your first witness. 


Whereupon, 
ARNOLD W. GROTH 


recalled as a witness by and on behalf of the Re- 
spondent, having been previously sworn, was fur- 
ther examined and testified as follows: 


Direct Examination 
By Mr. Marcussen: 

Q. Mr. Groth, do you remember the question 
that I asked you a little while ago when you were 
on the stand? 

A. No, I don’t recall it definitely. 

Q. Would you like to have it read back to you? 

A. Yes. 

Mr. Mareussen: Do you think you will be able 
to find it in your notes, Mr. Reporter? If so, I 
would like to have it read back. 
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(Whereupon the question referred to was 
read aloud by the reporter as follows: ‘‘Can 
you state whether an application was made for 
a loan in the amount of $400,000 by Oregon 
Steel in connection with an RFC loan?’’) 


Q. (By Mr. Marcussen): Can you answer that? 

A. I have a hazy recollection of that conver- 
sation which happened over six years ago. 

The Court: Speak louder. 

The Witness: As I say, I have a hazy recollec- 
tion of that conversation. It happened over six 
years ago. But the file indicated that I did discuss 
that matter with the Legal Department. 

The Court: Legal Department of the Bank? 

The Witness: Of our Bank, because that is fol- 
lowed up by letters by our Mr. Zollinger to the 
RFC and to Mr. Morris Schnitzer. I might say 
that the application did not come before the Loan 
Committee evidently because it didn’t have suf- 
ficient merit to bring it before the Loan Commit- 
Tee, 

Q. (By Mx. Mareussen): Now, have you re- 
ferred to this memorandum, Mr. Groth? 

A. Yes. 

Q. Do you recall what representations were 
made by Morris Schnitzer and Sam Schnitzer with 
reference to the application for a loan? 

A. They gave certain information which was re- 
tained in the file. 
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Q. Can you tell us what it was? [588] 

A. Whatever I wrote up, that would be it. I 
have read it. The note is that they needed a $400,- 
000 bank loan, and the statement was made that 
they were putting in certain money themselves and 
had made application to the RFC. 

Q. Can you go ahead and state any more about 
it than you already have? 

A. I think that is about all. 

@. Is that all you can remember? 


A. Yes. 

@. Was this memorandum of April 15, 1942, in 
the bank files? A. Yes. 

Q. Was that prepared by you? A. Yes. 


@. On the basis of that conference, with the 
Schnitzers, Morris and Sam, you made this memo- 
randum ? 

A. That is our policy; any important conversa- 
tion we write up as soon thereafter as possible. 

Q. So far as you can recall at the time, this 
memorandum is what was dictated by you? 

A. Yes. 

Q. And was it vour correct recollection of that 
conference with them? 

A. Yes; I would write it up as nearly correct 
as possible. [589] 

Mr. Marcussen: If your Honor please, the mem- 
orandum goes into considerable detail, and the wit- 
ness says he does not recall it, that is, does not re- 
eall at all. I would hke to offer it in evidence be- 
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cause he says it was correct at the time it was 
written up. 

Mr. Jones: We object to it. We have no ob- 
jection to his refreshing his memory from it. 

The Court: Let him see if he can refresh his 
memory ? 

Mr. Mareussen: He has just gone over the nem- 
orandum at great length, and states that he is un- 
able to refresh his recollection any further. 

The Court: You cannot impeach your own wit- 
ness. 

Mr. Marcussen: I am not impeaching my wit- 
ness, but I’m certain in a situation of this kind, 
if the document does not refresh his recollection, 
the document is permissible to provide a founda- 
tion,—I mean, is permissible provided a founda- 
tion is made to show that it was entered into at 
the time, and it was written down at the time in 
the due course of business, and that it was made 
by the witness who was there at the time. 

The Court: Do you remember the fact that you 
made the document ? . 

The Witness: I remember that, sir. 

The Court: Do you know whether the docu- 
ment now [590] contains exactly what was said at 
the time by the parties? 

The Witness: It contains exactly, as nearly as 
possible as I was able to put it on paper. 

Whe Court: How soon after it was said was it 
put on paper? 
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The Witness: I cannot say; it all depends on 
the time we had in the bank. It is our policy to 
take care of the bank customers, and memoran- 
dums such as that are written up at the first op- 
portunity that we have to do so. 

The Court: When would that ordinarily be? 

The Witness: I would say within 24 hours of the 
conversation. 

The Court: I will overrule the objection. 

Mr. Jones: May J save an exception? 

The Court: You may have an exception, yes. 

Mr. Marcussen: I offer that as Respondent’s 
Exhibit next in order. 

The Clerk: Respondent’s FF. 

The Court: It will be received as Respondent’s 
RY, 

(The document referred to was marked and 
received in evidence as Respondent’s Exhibit 
Je) 


Mr. Mareussen: And with respect to this or 
any other document which may be referred to from 
the file, I would like to have the privilege of sub- 
mitting a photostatic copy. 

The Court: That permission has been granted 
manv [591] times. for the past, present and future. 
Are there any further questions of this witness? 

My. Marcussen: Yes; I have another document 
here. 

Q@. (By Mx. Marcussen): Who consulted you 
about loans from time to time in the early part 
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of 1941 or 1942 with respect to a loan either di- 
rectly to‘Oregon Steel or to its stockholders for 
the purpose of advancement to Oregon Steel? 

A. It might be either Morris Sehnitzer, Sam- 
uel Schnitzer or Harry Wolf. 

Q. Did you have conferences with them from 
time to time? A. Oh, yes. 

Q. Do you recall, on the basis of the confer- 
ences, what the representations were that were 
made to you concerning the proposed authorization 
of capital stock? 

The Court: By Oregon Steel, you mean? 

Mr. Marcussen: Yes. 

The Court: The authorized capital of Oregon 
Steel ? 

Mr. Mareussen: Authorized capital or issued 
eaptial of Oregon Steel. 

A. That was discussed from time to time. 

Q. (By Mr. Mareussen): Do you reeall what 
statements were made to you? 

A. What dates? [592] 

@. At any time during this period in 1941 and 
1942? 

A. Yes, there were various conferences. The 
situation moved along; it started out with a cer- 
tain amount of capital which was added to from 
time to time. The eredit reports which we wrote 
up for our own records which had the approval 
of our Loan Committee would indicate such con- 
versations as we had in connection with the loan 
application. 
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@. Do you remember any specific figure? 

A. No, I don’t remember. 

Q. Would you get the letter that you wrote un- 
der date of June 25, 1942, to Mr. Knauff, credit 
manager of the Columbia Steel Company of Port- 
land ? 


A. Yes, I have that June 25, 1942, letter. 
Q. Did you write that letter ? 

A. Yes. 

@. Did you sign it? 

A. I signed that letter. 


The Court: What is the date of it? 

The Witness: June 25, 1942. 

Q. (By Mr. Marcussen): Does that letter re- 
fresh your recollection as to what the authorized 
capital of Oregon Steel was to be? 

Mr. Jones: Just a minute. 

Mr. Mareussen: I am asking him whether it 
refreshes his recollection or not. [593] 

Q. (By Mr. Mareussen): Does it? 

A. It does not. 

@. It does not? A. No, sir. 

@. This letter was prepared by you? 
A. That is correct. There is no definite amount 
stated in the letter,—well, the letter says this, 

Mr. Jones: Justa minute. 

Q. (By Mr. Marcussen): Does that refresh 
your recollection ? 

A. Yes, to that extent. In other words, I can- 
not give you any exact amount. 

@. Does the letter contain a statement of an 


Commissioner of Internal Revenue 475 


(Testimony of Arnold W. Groth.) 
amount that you understood to be the authorized 
capital ? A. Yes. 

@. Now, please don’t answer this if counsel has 
an objection. I ask you to state what the amount 
was? 

Mr. Jones: Before he answers, I would like to 
ask where he got the information. 

Mr. Marecussen: I have already established that 
fact in the evidence, on the basis of conferences he 
had with Alaska Junk and Oregon Steel. 

The Court: Is that information, again, from 
officers of Alaska Junk and Oregon Steel? 

The Witness: I would say, as near as I can 
remember, yes. [594] 

Mr. Jones: May I ask a question or two first? 

Mr. Jones: Do you know who gave you the in- 
formation, Mr. Groth, which indicates the figure in 
the first paragraph? 

The Witness: I could not tell you which party 
gave it to me. 

Q. (By Myx. Marcussen): Do you know whether 
it was Sam or Harry or Morris? 

A. It might have been any one of the three. 

Mr. Jones: Could it have been anyone else? 

The Witness: That is possible. 

Mr. Jones: Until the witness more clearly in- 
dicates the source of the information, we object 
to it as incompetent, irrelevant and immaterial, and 
purely hearsay, and in no way connected with or 
identified with any party to these proceedings. 


476 Sam Schnitzer vs. 


(Testimony of Arnold W. Groth.) 

Mr. Marcussen: ‘The evidence shows that this 
witness had numerous conferences with the stock- 
holders of Oregon Steel, who were the principals 
in the Alaska Junk, concerning an application for 
a loan, and concerning the intentions of this com- 
pany, and he identified them as the source of his 
information; and he said it might have come from 
any one of the three. The mere fact that it might 
have come from any other place does not disqualify 
the evidence. 

The Court: What is your best judgment as to 
the source from which you obtained that? [595] 

The Witness: It might have come from Mr. 
Harry Wolf, Mr. Sam Schnitzer, or Mr. Morris 
Schnitzer, or the RFC. 

The Court: What is vour best judgment as to 
the source from which it came; would you say it 
came from one of the three? 

The Witness: I could not say definitely. 

The Court: What is your best knowledge and 
belief ? 

The Witness: My best knowledge and belief is 
that it did come from one of the three. 

Mi. Jones: May I have an exception? 

The Contt: Yes: 

Q. (By Mr. Marcussen): Will you state what 
the authorized capital of the company was to be, ac- 
cording to your recollection ? 

A. It does, in part: ‘‘We understand it has an 
authorized capital of $1,000,000; however, we are 
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not advised as to the amount actually paid in.’’ The 
‘it’? refers to Oregon Steel. 

Q. How did you sign the letter? 

A. As Vice President. 

Q. And that was on the Bank’s stationery,—the 
original ? A. Yes. 

Q. Well, do you recall in the course of your 
conversation with these. individuals, any specifi- 
cally stated amount? Do you recall what the amount 
of the paid-in capital would be? [596] 

A. At what date? 

@. At any time, Mr. Groth. 

A. I don’t remember. 

Q. I would like to have you refer to the letter 
which you wrote on March 3, 1948, to Clipper Man- 
ufacturing Company. 

The Court: Does the witness identify that let- 
ter as one which he has written? 

Mi. Marcussen: No. I just asked him to refer 
to the letter. 

The Court: He has the letter in front of him? 

Mr. Marcussen: He has the file. 

Q. (By Mr. Marcussen): Have you found that 
letter ? A. Yes. 

Q. Will you read it, please? 

A. What is the question? 

Q. J just asked you to refer to the letter; does 
that letter refresh vour recollecion ? 

A. To some extent. 
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@. And could you testify as to what it would 
be without reference to the letter? 

A. No, I would not remember unless I read the 
letter. 

Mr. Mareussen: If your Honor please, I would 
like to read into the record the pertinent portion 
of that letter. 

My. Jones: I object to his reading it into the 
record. The witness could not recall it. 

The Court: Did he say his memory was re- 
freshed ? 

Mr. Marcussen: He said he could not testify 
without reading the letter. 

The Court: Based on refreshing your memory 
from the letter, are you able to say, from the best 
knowledge and belief, what the facts are in that 
letter? 

Q. (By Mr. Marecussen): Can you do that with- 
out reading the letter? 

A. What is the question ? 

The Court: Does that letter refresh your rec- 
ollection so that you can testify? 

The Witness: What the paid-in capital was to 
be? 

@. (By Mr. Mareussen): What the paid-in eap- 
ital was to be by the stockholders? A. No. 

Q. You cannot do it without referring to the 
letter ? 

A. I would have to refer to the letter. 

The Court: You cannot tell from the reading 
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of the letter whether your memory is refreshed ? 
In other words, your memory is not so refreshed ? 

The Witness: That is correct. 

The Court: You could not testify to the fact 
without reading the letter? [598] 

The Witness: I would have to read the letter. 

The Court: You have now read the letter. Has 
your memory been refreshed so that you can tes- 
tify ? 

The Witness: I would say not. 

The Court: That letter, can you identify that as 
having been written by you? 

The Witness: Yes. 

The Court: And do you know that the faets con- 
tained therein were true as you understood them at 
the time? 

The Witness: Yes. es 

The Court: Where did you get the letter that 
you gave to counsel ? 

The Witness: From the files. 

The Court: Where did you get the information 
that was put down in the letter? 

The Witness: It might have come from a nun- 
ber of sources; it might have been as a result of 
a conference with Mr. Harry J. Wolf, Sam Schnit- 
zer, or Morris Schnitzer. 

The Court: To the best of your judgment, where 
did you get it? 

The Witness: I think from one of the three. 
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Q. (By Mr. Marcussen): Was that written on 
the bank’s stationery ? A. Yes. 

Q. Did you sign it? [599] A. Yes. 

Mr. Marcussen: If your Honor please, may I 
read it into the record? 

Mr. Jones: May I have an objection to that as 
incompetent, irrelevant and immaterial. 

The Court: The Petitioner makes an objection, 
and I will overrule the objection, and an exception 
will be noted. 

Mr. Mareussen: I will read the first paragraph: 
‘‘In reply to yours of the 27th wntimo regarding the 
Oregon Islectric Steel Rolling Mills, have to ad- 
vise that this company was formed about a year 
ago to engage in the manufacture of steel in this 
city. We are advised that the stockholders are 
paying about $500,000 and that the RFC has agreed 
to advance them a sum substantially in excess of the 
paid-in capital on the basis of a first mortgage on 
land, buildings, and equipment, ete.”’ 

Q. (By Mr. Marcussen): Mr. Groth, in the 
course of your conversations with Harry, Sam 
Schnitzer and Morris Schnitzer, do you recall any 
statements made by them to you concerning the 
total amount it would take to build the plant, that 
is, the cost of the mill itself? 

A. I don’t remember. 

Q. Do you have any recollection of what the 
total amount of the capital surplus was going to 
he? A. I don’t remember. [600] 
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Q. Nor the eapital stock ? 

A. No. I might amplify that by saying that in 
making loans to the company, we are not concerned 
so much by the amount of capital stock as we are 
about the current financial position and its ability 
to repay the loan. 

Q. I will ask you about that letter, Mr. 
Groth—— 

The Court: I didn’t hear you. 

Mr. Mareussen: Pardon me. 

Q. (By Mr. Marcussen): I will refer to a copy 
of a memorandum which you prepared under date 
of December 12, 1941, and I will ask you to state 
what that document is that is in the file? (Hands 
document to witness. ) 

A. ‘That is a memorandum that I prepared as of 
December 12, 1941, giving information at a meeting 
of the Advisory Council of the Reconstruction 
Finance Corporation at Portland. Incidentally, I 
might say 

The Court: You mean concerning this Oregon 
Steel ? 

The Witness: Concerning the Oregon Steel Mill. 
I might say that I am a member of the Advisory 
Council of the RFC, and that accounts for this 
memorandum being placed in our eredit files. 

Q. (By My. Mareusen): First, let me ask you 
this: you received this information that appears on 
that memorandum from the RFC? [601] 

A. Ata meeting at the RFC. 
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Q. And I think vou stated to the court that you 
are a member of the Advisory Board ? 

A. Advisory Council. 

Q. Of the RFC? A. Portland Agency. 

Q. It was a part of your duties to ascertain con- 
cerning principals to whom the bank had been loan- 
ing money ? A. Oregon Steel in this ease. 

Q. How about the principals of the Oregon Steel 
—the stockholders of Oregon Steel. 

A. I don’t understand your question. 

This is a memorandum in connection with a loan 
application made by Oregon Steel at the RFC. 

Q. And you placed that m your files for what- 
ever benefit it might be with relation to the credit 
line of the Oregon Steel and its stockholders? 

IND NLS, 

Q. Does that refresh your recollection as to 
what the total cost of the mill was going to be, and 
as to what the amount of capital stock was going 
to be, and the amount that the surplus was going 
to be, and the total amount that was to be provided 
by stockholders? 

A. If I read the paragraph it would give the 
facts as I understood them as of December 12, 1941. 
IT cannot memorize [602] these things. 

The Court: Do you have an independent recol- 
lection that those figures are correct? 

The Witness: I would say that those figures are 


correct. 


Commissioner of Internal Revenue 483 


(Testimony of Arnold W. Groth.) 
I The Court: Ifrom what source did you get the 
information ? 

The Witness: At a meeting of the REC. 

The Court: Did the Petitioners have anything 
to do with the meeting which gave the information 
to the RFC? 

The Witness: I assume the officers of the Ore- 
gon Steel; they made the application. 

The Court: It was in the application? 

The Witness: Yes, sir; information — supple- 
mentary information. 

The Court: Oregon Steel had made an applica- 
tion to the RFC for a loan? 

The Witness: That is right. 

The Court: And this information is contained 
therein ? 

The Witness: That is correct. 

Mr. Jones: May I examine that before you go 
any further, please ? 

The Court: Is there any objection ? 

Mi. Jones: Yes; we feel it is cumulative and 
that it is incompetent, irrelevant and immaterial 
and hearsay. [603] 

The Court: I will overrule the objection. 

Mr. Jones: May I save an exception? 

The Court: Yes. 

Mr. Mareussen: Jf Your Honor please, I would 
like to read from the memorandum the second, 
paragraph, as follows: ‘‘The preliminary figures 
showed that it would take $952,000 to complete the 
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mill, and that $100,000 working capital would be 
required. The application was for an RFC loan of 
$600,000, to be repaid over a ten year period. Thus 
the amount that the stockholders would have to pro- 
vide would be $452,000. The application provided 
for $250,000 of capital stock and surplus of $202,000. 
Morris Schnitzer was shown to be the owner of 50 
per cent of the capital stock, Sam Schnitzer 25 per 
eent, and Harry Wolf 25 per cent. Thus the amount 
that they would have to provide on the basis of the 
preliminary figures would be a cash outlay of 
$452,000. It provided that Sam Schnitzer and 
Harry Wolf and their wives would personally guar- 
antee up to $200,000 of the $600,000 loan; this 
guarantee was to be continued regardless of what 
reduction is made on the $600,000. ’’ 

Mr. Jones: ‘The stock ownership memoranda 
must be stricken because it conflicts with the stipu- 
lation. 

The Court: If it conflicts with the stipulation, 
of course it must be stricken. 

My. Marcussen: What part of the stipulation. 
If vou will please show me what paragraph yon 
are referring to? 

Mr. Jones: Very well. May we go off the record? 

The Court: Off the record. 


(Discussion off the record.) 


Mr. Marecussen: The only paragraphs of the 
stipulation to which he refers as being inconsistent 
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would be the paragraphs 11, 12, 13, 14, 15, and, T 
snppose 17. 

The Court: What do they show? 

Mr. Mareussen: All they do is recite what stock 
was actually issued; they have nothing to do with 
the proposals that were made for the amount of 
capital which was to be invested in this enterprise 
by the stockholders. If that is true, then practically 
two thirds of the evidence that has been introduced 
should also be stricken, if that is the proper inter- 
pretation of the stipulation. 

The Court: Will you ask him the portion which 
he contends should be stricken ? 

Mr. Jones: This shows that Morris Schnitzer 
was shown to be the owner of 50 per cent of the 
capital stock. 

The Witness: That’s right. 

Mr. Jones: And then it says that Sam Schnitzer 
was to have 25 per cent and Harry Wolf 25 per 
cent, while the two of them together only had 25 
per cent. 

My. Mareussen: That is not a part of the stipu- 
lation, [605] counsel. I refer Your Honor to para- 
eraph 14 of the stipulation, which shows that as of 
March 11, 1943—— | 

Mr. Jones: That is 1941. 

The Witness: Yes; December 12, 1941. 

The Court: The stipulation on page six, the 
middle of the page, paragraph 14. 

Mr. Mareussen: Yes. It shows Morris Schnitzer 
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was the owner of 625 shares of stock and Alaska 
Junk in toto was the owner of, well, roughly, an- 
other half; so the statement contained in here is not 
in conflict with it, and merely purports to be a state- 
ment—well if Your Honor please 

The Court: I think here is what the court will 
do in this matter. 

Mr. Mareussen:: I will stipulate the withdrawal 
of that portion. 

The Court: The Court will admit it, subject to 
the Court’s further consideration, if he finds the 
provisions of the stipulation are in conflict, it will 


be disregarded. 

Mr. Jones: Counsel has already stipulated it is 
in conflict. 

The Court: All right. If it is in conflict, it will 
be stricken. 

Mr. Marcussen: I am willing that this following 
part may be stricken: ‘‘Morris Schnitzer was shown 
to be the owner of 50 per cent of the capital stock, 
Sam Schnitzer 25 per cent [606] and Harry Wolf 
Zo per cent. 

The Court: That part will be stricken. 

Mr. Jones: Yes. 

Mr. Mareussen: My apologies to Court and 
counsel. 

The Court: That portion will be deleted from the 
testimony. All right, proceed with the witness if 
you have any further questions. Perhaps this would 
be a good time to take a recess. We will take a five 
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minute recess at this time, after which I will ask 
counsel to be ready to proceed with the testimony. 


(Whereupon a short recess was taken.) 


Q. (By Mr. Mareussen): Mr. Groth, do vou 
know whether or not the applieation of the Oregon 
Steel and its stockholders for a loan of $400,000 was 
rejected by the bank? 

Mr. Jones: If the Court please, he has already 
gone into that.. 

The Court: He testified to that. 

Q. (By Mr. Mareussen): Well now, will you 
state, please, what was the reason the bank rejected 
that loan? 

The Court: It just reached a preliminary stage; 
it didn’t reach the Loan Committee, as I understand 
it. 

The Witness: It did not reject it. It did not reach 
that stage. [607] 

Q. (By Mr. Mareussen): Why was it cireum- 
vented from the Committee? Did you notify the 
parities there was no loan to be granted? 

A. Oh, I don’t remember; I presume I did. 
Someone did; either Mr. MacNaughton or myself. 
Q. You handled the appheation, didn’t you? 

A. TI really don’t recall; it was more of an in- 
formal matter, and I really didn’t call it an applica- 
tion. It was a discussion of the possibility of an 
application of a $400,000 loan. 
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Q. What was the reason the Loan Committee was 
not asked to consider it? 

A. Well, in first place, there was inadequate capi- 
tal; second, inexperience in that particular line of 
business; no final arrangement for a long-term loan 
with the RFC. It was too weak to even present to 
the Committee. 

Mr. Marcussen: ‘That is all. 


Cross-Examination 
By Mr. Jones: 

Q. Mr. Groth, when some of these representations 
that you have referred to were made by certain 
people, you think, as I gather it, that those repre- 
sentations were made by the three people that you 
mentioned. However, you could have gathered that 
information almost anywhere in conversations, could 
you not? [608] 

A. If you will take out the word ‘‘anywhere,’ 
I would say it could be gathered from people and 
other concerns that I had conversations with relative 
to Oregon Steel. 

Q. Well, it might have been someone other than 
Sam Schnitzer, Harry Wolf or Morris Schnitzer? 

A. Yes; it might have been information that I 
gathered at the Reconstruction Finance Corpora- 
tion meetings. 

Q. The last exhibit that was referred to and 
was read into the record and which bore a date, I 
believe, of 1941, that was a report that vou made 
from the Loan Committee conference at the RFC? 


’ 
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A. That is correct. 

Q. May I see it? 

A. Yes; it is right here. (Hands document to 
counsel. ) 

Q. Do you know that this corporation was or- 
ganized on June 4, 1941? 

A. I don’t remember the exact date. 

Q. Well, it was organized and commenced its 
corporate life on June 4, 1941. There is no ques- 


tion about that? A. I don’t know. 
Q. Did vou know that at the time the letters 
were written ? A. J would say yes. 


Q. Now, when you are attempting to determine 
the capital structure of a corporation, is it the cus- 
tom of the [609] bank to go up to the Courthouse 
to see what is authorized? 

A. Not necessarily. In the case of responsible 
people, such as the Schnitzers and Wolfs with whom 
we have had business dealings over a period of 
years, and who have always worked in close co- 
operation with us and in entire honesty with the 
bank, we would take their word for it, whatever 
they would say. 

Q. Did you know that the authorized capital 
stock as of June 4, 1941, was set at $250,000? 

‘A. I did not know. In any event, I would not 
be interested in the authorized capital stock. I 
would be, rather, interested in how much cash was 
Jaid on the barrelhead; that 1s what would most 
interest us. 
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Q. There are statements in your letters of 1942 
and 1943, speaking in one place of $500,000 capital 
and an investment of something like $1,000,000 in 
the other. 

A. $1,000,000 authorized capital, as I remember 
the letter. 

Q. Well, did you realize or did you know at the 
time whether the capital structure was increased at 
any time from its inception, from $250,000? 

A. Iam not familar with that. 

Q. Do you know that only $187,800 worth of 
stock was ever issued? 

A. I don’t know that. . 

Q. Do you know that that was the only capital 
stock that [610] has ever been issued up to date 
in the hands of the new owners? 

A. I don’t know that. Capital structure doesn’t 
mean anything in a bank. What we are interested 
in is net worth; that 1s what we are looking at; 
that is what interests us. 

Q. What I am trying to point out is that with 
respect to the information that you had in the 
letters, and from whatever source it was gathered, 
it was erroneously recorded ? 

A. That’s possible. We attempt to answer let 
ters of inquiry to the best of our ability; we try 
to get all the information as accurately as we can. 
It is entirely possible that all the information that 
is contained in that file is not accurate; but it is 


es 
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the best information we are able to get, perhaps, 
quickly and under the circumstances. 

Q. Of course. In dealing with Mr. Sam Schnitzer 
and Mr. Harry Wolf, didn’t you find out in dealing 
with them that their exact use of business terms 
was hot accurate ? A. JI think that is true. 

Q. And if they had actually extended credit and 
it represented some money to them, they might refer 
to it at one time as an investment, and at another 
time as an advance? Is that correct? 

Mr. Marcussen: I will object to that. There is 
nothing in here that refers to advances or invest- 
ments. 

The Court: I will overrule the objection. 

A. I think that is probably true. [611] 

Q. (By Mr. Jones): And didn’t you find that 
they would very likely put the wrong accountant’s 
term or the wrong legal term on what the situation 
was ? 

A. In case of Mr. Wolf and Mr. Schnitzer, that 
is entirely possible. 

Q. And a good deal of this information may 
have come to vou through Mr. Sam Schnitzer or 
Mr. Harry Wolf? 

A. Or Mi. Morris Schnitzer. 

Q. Let us confine it to the two. Couldn’t a good 
deal of it have come Mr. Sam Schnitzer and Mr. 


Harry Wolf? A. Yes, indeed. 


Q. And the amounts that they had in mind as 
obligations could very well have been accurate, as 
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you stated them, but their nomenclature might have 
been erroneous ? 

A. They might have, in fact, been referring to 
advances by the stockholders or investment in 
capital stock. It might mean that they had an in- 
vestment of so much money. 

Q. And it might be from a lawyer’s or an ac- 
countant’s standpoint purely an accounts receivable? 
A. That is possible, yes. 

Mr. Jones: Did you intend to call Mr. Zollinger, 
on this, Mr. Marcussen ? 

Mr. Mareussen: No sir. 

Q. (By Mr. Jones): Who was this Mr. Zol- 
linger who wrote a letter [612] which expressed the 
reason why the $400,000 was not granted ? 

A. Myr. Zollinger wrote the letter dated April 
12, or whatever date it was. 

Mr. Marcussen: April 22, 1942, Mr. Groth, to 
Morris Schnitzer. 

Q. (By Mr. Jones): Now, isn’t it true that ong 
of the reasons or perhaps the main reason for you 
not making the $400,000 loan was because of the 
conditions of the principal loan to the RFC; that 
is, the conditions of the principal loan to the RFC 
were not satisfactory to you? 

A. That was one condition. 

Q. That was the condition that primarily Mr. 
Zollinger had in mind; he didn’t like the way it was 
set up? 

A. Plus the fact it was inadequate capital; plus 
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the fact that they were inexperienced in the manu- 
facture of steel. 

Q. Now, as io some of the conversations that 
you are referring to in some of these memoranda 
that you referred to. a good deal of it referred to 
conversation with respect to plans and projects in 
mind? A. Yes. 

Q. And that some of it was not erystallized. 
and was just in the planning and expectation stage? 

A. Correct. 

@. You do not represent, or purport to represent 
that [613] the memoranda to which you have re- 
ferred reflects 

Mr. Marcussen: May we have it identified. [ 
dont know what rou are ialking about. 

Mr. Jones: I am ialking about the documenis 
that you put in. One was marked FF and one was 
marked following that: and then there were others 
which were used to refresh his memory with respect 
to the facts that we are talking about. 

Q. (Br Mr. Jones): A good deal of the ma- 
terial was merely plans and expeciatiens that ther 
talked about. And now my question is. vou don’t 
Know exactly how much of that was actually put 
into practice or how it worked out? 

A. I would have no way of knowing. 

Mr. Jones: That is all. 

Mr. Mareussen: Just one or two questions on 


redirect. 
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Redirect Examination 
By Mr. Marcussen: 

Q. I will point out to you a carbon copy of a 
letter in the bank files, dated April 22, 1942, ad- 
dressed to Mr. Morris Schnitzer and purporting to 
be a letter from Mr. C. E. Zollinger, assistant Vice 
President, and I will ask you to refer to that letter. 

A. All right. 

Q. I will ask you if that letter to Mr. Schnitzer 
is the letter in which an application for a loan is 
rejected and [614] the reasons given for rejection? 

A. The so-called $400,000 loan? 

Q. Yes. A. Yes. 

Q. Do you know whether that was sent out in 
the regular course of mail? 

A. JI am not sure. I would say that if Mb. 
Morris Schnitzer was present, it would have been 
handed to him. He might have been present. 

Q. It was either one of those two methods, either 
being handed to him personally or being sent 
through the mail? A. That’s right. 

Mr. Mareussen: I will offer that. 

My. Jones: For one thing, it is not proper cross- 
examination. 

The Court: Did the witness write the letter. 

The Witness: I did not. 

Mi. Marcussen: He has identified it as a letter. 
I can eall another witness who did write it. 

The Court: Is there any doubt that Mr. Zollinger 
wrote the letter? 


— 
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The Witness: In my opinion he wrote the letter. 

Q. (By Mr. Mareussen): In the regular course 
of the bank’s business? A. Yes. [615] 

Q. Is there any doubt about it? 

A. None at all. 

Q. And in the regular course of the bank’s 
business ? A. Yes, in my opinion. 

Q. If that letter had not been written or put 
into the hands of Mr. Schnitzer, would it have been 
in the files? 

A. If it had not been delivered to Mr. Schnitzer, 
it would not have been in the files. 

Mr. Jones: Mav I state my objection? 

The Court: Surely. 

Mr. Jones: On direct examination he referred 
to the reasons why the loan was not granted, and 
then I picked up this letter and asked him if the 
reason stated was that. I object to this going in 
as an exhibit on rebuttal examination. . 

Mr. Mareussen: I will withdraw the offer. 

The Court: The offer is withdrawn. 

@. (By Mr. Mareussen): When you prepare 
these memoranda of these conferences, or when you 
prepared these specific ones with Mr. Sam Schnitzer 
and Marry Wolf and Morris Schmtzer, were you 
satisfied when you put the information down, that 
the information was correct at the time? 

A. There would be no reason for putting down 
incorrect information; naturally, when [ put it 
down, I thought it was the correct [616] informa- 
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tion. and I stated it as briefly as I could possibly 
State it in connection with the conversation. 

Q@. At the tyme rou had these conferences. were 
you fully aware—I think vou testified on cross- 
examination that you were quite aware at time of 
the inadequacy of their nomenclature and their 
terms and that sort of thing. A. Yes. 

Q. Did vou make anv effort asceriaw exactly 
what they meant? A. No. 


A. No. In other words, they told me they had 
iollars paid in ecaptial. and that 
is what I pleced im the hen . didnt try to 


antily., based on many years of swe- 
cessful banking mpcnts and we towk their word 

Q. Dw vou bappen to knew whether ther used tite 
exact terms that rou used in the memorandum? 

A. In all prebjedly. the terms that ther usal 
were reflected In the memorandum. 

Q. You were aware at ihe time the informatie 
was given tw ym of anv lack of familarity om their 
a, or their lack of familiarity with fnaneml 


Q. Did it secur to you that the memorandum 
might le confusing. or were you interested In Gmd- 
ing out what ther did mean in making vour de 
cision im the bank. 


i] 
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A. When it came time to loan money, we didn’t 
Joan it on the memorandum. We would make a loan 
on secured collateral, or pledged collateral; and 
any data that we would have in there would be 
supplementary. 

Mr. Mareussen: That’s all. 

Mr. Jones: That’s all. 

The Court: . You may stand aside. 


(Witness excused.) 
Mr. Marcussen: I will call Mr. Zollinger. 
Whereupon, 
C. E. ZOLLINGER 


called as a witness by and on behalf of the Re- 
spondent, having been first duly sworn, was ex- 
amined and testified as follows: 


Direct Examination 

By Mr. Marcussen: 

Q. Will you state vour name? 

mec. Wi. Zollinger. 

Q. What is your position in the bank, Mr. Zol- 
linger? 

A. Vice-President of the First National Bank 
of Portland. 

Q. How long have vou been vice-president of 
the bank? [618] 

A. Three or four vears, I should think. 

Q. And what was your position in the month 
of April, 1942? 
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A. I was Assistant Vice-President at the time. 

@. In the course of your duties as Assistant Vice- 
President, did you have occasion to confer with Mr. 
Groth and other officers of the bank on the applica- 
tion of the Oregon Steel Electric Rolling Mills for 
a loan? 

A. I eould not make a complete answer to that 
question, Mr. Jones. I am sure that I had a confer- 
ence with someone in the bank, probably Mr. Groth 
or Mr. MacNaughton; and I also talked, I think, 
with Mr. Morris Schnitzer and also with Mr. Harry 
— Wolf and Sam Schnitzer. 

Q. Do you recall whether it was your duty to 
either write a letter or hand it to Mr. Morris 
Schnitzer, containing your decision with respect to 
the application for a loan? 

A. I wrote that letter. 

Q. I hand you the bank’s file and ask you if 
you can point out that letter? (Hands file to wit- 
ness. ) 

A. Yes; that is a letter dated April 22, 1942, 
which I directed to My. Morris Schnitzer. 

@. And looking at the heading there, can you 
ascertain from the first page of the letter whether 
it was handed to him or whether it was mailed to 
him? 

A. Yes, it was handed to him. As I remember, L 
had a [619] conference with him and he expected 
to call on me the following day, so I directed that 
it was to be delivered in that manner. 
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Q. Will you state for the record how many 
pages there are to this letter? 

A. The letter as originally transcribed was two 
full pages, and a paragraph on the third page. The 
first page was revised after it had been written, 
and is marked here with some rather fine lead peneil 
markings, so that it now appears in three pages; 
on the first page and on the reverse of the first 
page of the original draft, and on the third page, 
which is marked sheet number tivo, but is actually 
the third page of writing. 

Q. Which of those two first pages was actually 
dispatched ? | 

A. The one that has no writing on the reverse. 
The letter, as dispatched, consisted of a first page, 
which appears in the file without any writing on 
the reverse, and the second page which appears on 
the reverse of the original draft of the first page 
and a third page wlich has no writing on the re- 
verse page. 

Q. Will you take the pencil and mark those 
pages, please, in red, and put a circle around your 
initials on the second and third pages of that lette 
as actually handed to Mr. Schnitzer? 

A. J have marked each of the pages in red pen- 
ceil, page [620] one, page two and page three. 

Q. I call your attention to the pencil marks on 
the left margin of page one of the letter; that was 
not on the original, was it? 
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A. That was not on the original; I don’t know 
When that mark was made. 

Myr. Marenssen: I offer those pages in evidence 
as a Respondent Exhibit next in order, if the Court 
please. 

Myr. Jones: May I take a look at it? 

Mr. Mareussen: Certainly. (Hands document to 
counsel. ) 

Mr. Jones: We object to it as incompetent, 1r- 
relevant and immaterial; it doesn’t go to prove any 
issue in the case; it is purely hearsay, and it con- 
cerns reasons for rejecting a loan that they never 
made, and it involves nothing that went into the 
capital structure of the company. 

The Court: May I see it? 

Mr. Mareussen: Yes, Your Honor; it is just 
simply one of the chain of events in the attempt of 
Oregon Steel to finance itself. 

The Court: I will overrule the objection. 

Mr. Jones: Save an exception. 

The Court: Yes. What number will that be? 

The Clerk: GG. 

The Court: It will be admitted in evidence and 
marked as Respondent’s GG. 


(The document referred to was marked and 
received in evidence as Respondent’s Exhibit 


GG.) 


Mr. Mareussen: I have no further questions of 
this witness. 
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) The Court: Is there any cross-examination. 
, Mr. Jones: No cross-examination. 
The Court: You may stand aside. 


(Witness excused. ) 


The Court: Call your next witness. 
Mr. Marcussen: I will call Mr. Cruickshank. 


Whereupon, 
JAMES H. CRUICKSHANK 


ealled as a witness by and on behalf of the Re- 
spondent, having been first duly sworn, was ex- 
amined and testified as follows: 


Direct Examination 
: By Mr. Marcussen: 
: Q. Will vou state your name? 
A. James H. Cruickshank. 
Q. How do vou spell it? 
A. Cruickshank. (Spelling.) 
Q. What is your business? 
A. Assistant manager. Portland Loan Agency 
of the Reconstruction Finance Corporation. [622 
Q. How long have you occupied that position? 
A. Since December 1941. 
Q. How long have you been with the RFC? 
X®. Since March 2, 1932. 
Q. As Assistant Manager, will you please de- 
scribe generally what your functions and duties are? 
A. Well, I assist in the overall management of 
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the agency; and in the absence of the manager, I 
am the acting manager. 

Q. Do you participate to some extent in the 
passing on applications for loans made at the cor- 
poration ? 

A. Iam a member of the Review Committee, the 
loan committee. 

Q. Prior to 1941, what were vour duties? 

A. Well, immediately prior to that I was head 
of the Loan Application Division. 

Q. How long were you acting in that capacity? 

A. Three or four vears, I believe. 

Q. What were vour duties in that capacity? 

A. Well, I had supervision over the examiners. 
who handled the loan applications; I reviewed their 
work and audited the reports. and had general su- 
pervision. 

Q@. During the three or four years you were act 
ing in that capacity, Just what capacity was that? 

A. J was an examiner handling loan applications. 

Q. As an examiner, will vou state what your 
duties were in handling the loan applications? 

A. That was prior to that. I have been engaged; 
vou might say, in that same line of work ever sincé 
IT have been there, only in a lesser capacity. 

Q. As an examiner, will vou state what vour 
duties were in handling loan applications? 

A. When a loan application comes in, you make 
the usual credit inquiries as to the standing of the 
company and the management: vou inspect their 
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properties and analyze the financial and operating 
statements; you write a report of your findings and 
make a recommendation to the Review Commit- 
tee and the management as to whether or not the 
loan should be made. 

Q. In the course of the performance of those 
dnties and the other duties that vou may have per- 
formed at the RFC, have vou acquired a thorough 
knowledge of the financial statements, and their 
analvses and that sort of thing? 

A. I think so, ves. 

Q. And are von familiar with the Oregon Elec- 
trie Steel Rolling Mills, that we will hereafter refer 
to as ‘Oregon Steel’? 

A. Ina general way, ves. 

@. And from time to time have von had some- 
thing to do with the passage of that appheation 
through the office? [624] 

A. Ina general way, ves. 

Q@. And from time te time have vou had some- 
thing to do with the passage of that appheation 


through the office? A. Yes. 
Q. And do vou have a general familiarity 
with it? A. Yes, I do. 


Q. Now, do you reeall what the total assets of 
the Oregon Steel were when it was finshed? 

A. No, I do not. 

Q. 1 hand von Exhibit 19, which is a balance 
sheet of the corporation as of October 31, 1945. 
T éall your attention to the fact that the total assets 
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are approximately $1,869,000. With an industrial 
corporation of that size, can you state, from the 
point of view of sound financing what the ratio of 
the capital and net worth would be to total lia- 
bilities ? 

Mr. Jones: If Your Honor please, we object to 
that as calling for a conclusion of the witness on a 
theoretical subject, in a theoretical field. 

The Court: I will overrule the objection. 

Mr. Jones: May I save an exception? 

The Court: An exception will be noted. 

A. Well, in a general way, we feel that the net 
worth should exceed the total liabilities for sound 
financing. [625] 

Q. (By Mr. Marcussen): And in the case of a 
new corporation having, just for example, $2,000,000 
worth of assets, which would mean that the capital 
and the net worth would be half of that figure, 
would it not? 

A. I don’t think I stated it. I was about to 
state it. The net worth should exceed the total lia- 
bilities for sound financing by a ratio of about two 
to one. 

Q. In understood you to say that. 

A. That is what I was about to say. 

Q. Having that in mind, in the case of a new 
corporation with $2,000,000 worth of assets, that 
would mean that the capital and the total net worth 
would be half of that figure, would it not? 

A. That is right. 

Q. On the basis of that {extiinOnyee 
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A. Yes. 

Q. And the other half of that figure would be 
represented by habilities? 

Mr. Jones: I object to that as leading the wit- 
ness. 

The Court: I don’t think a leading question is 
proper at this stage. 

Q. (By Mr. Marcussen): I will ask you to state 
then, in the case of a $2,000,000 dollar corporation, 
from the point of view of sound [626] financing 

Mr. Jones: That accomplishes the same thing. 
He has already led him up to it, and now he wants 
to say it over again. 

The Court: The witness is intelligent. I don’t 
think he is influenced in any way. Go ahead. 
 Q. (By Mr. Marecussen): In the case of a cor- 
‘poration having of assets of $2,000,000, what would 
vou say was the amount of net worth, including ¢api- 


tal and surplus 

Mr. Jones: It is leading. 

The Court: Go ahead. 

Mr. Mareussen: I will start again. 

Q. (By Mr. Marcussen): In the case of a cor- 
poration having assets of $2,000,000, what would you 
say the amount of net worth, including capital stock 
and surplus should be? 

A. Not less than $1,000,000 ordinarily. 

Mr. Jones: Just a moment. Under the rules of 
law, I move that the answer be stricken, because 
it is the intention of the parties, what they wanted 
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to invest, whether they were investing or extending 
eredit; that would be the governing thing, their in- 
tention, and not some classical rule of economies. 

The Court: You may cross-examine when your 
time comes. 

Mr. Marcussen: It is the Government’s conten- 
tion [627] now, if the Court please. 

The Court: I don’t want to hear the discussion. 
The Court has ruled. 

Mr. Mareussen: Very well. 

Mr. Jones: May I note an exception to Your 
Honor’s ruling? 

The Court: Yes; an exception will be noted. 

Q. (By Mr. Marcussen): Do you know how 
much capital stock was paid for by the stockholders 
of Oregon Steel ? 

The Court: Is that stipulated? 

Mr. Marcussen: It is stipulated that it was about 
$187,000. 

The Witness: Yes. 

Q. (By Mr. Marcussen): And the balance sheet, 
Exhibit 19, I think reflects that, does it not? 

A. Yes. 

Q. I call your attention to the fact that the 
RFC granted a loan to this corporation which, as 
of the date of this balance sheet was stated in the 
amount of $678,843.70. Can you tell me what steps 
were taken by the bank to protect that loan in view 
of the small amount of capital actually contributed 
by the stockholders? 
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Mr. Jones: Well now, in the first [628] place—— 
The Court: He was not with the bank. 

Mr. Marcussen: I mean, with the corporation, 
the RFC. 

Mr. Jones: That assumes a fact that has not 
been proven. 

The Court: Yes; he is your witness. Ask him 
the question, do not assume a fact not proven. 

_ Mr. Mareussen: I would like to strike the ques- 
tion insofar as the word “small”? appears in there 
-and characterizes the amount of the contribution. 
: Otherwise, I will let the question stand. 

~ The Court: Your question assumes certain things 
‘had been done, about which the witness has not 
been asked. 

Mr. Mareussen: ‘There are a lot of things in evi- 

dence here which have been assumed. 

The Court: Possibly so, but he is testifying as 
your witness. 

Mr. Marcussen: If Your Honor please, I would 
like to ask him about the facts in this case. 

The Court: Ask the witness. To that question, 
the objection is sustained. 

Q. (By Mr. Marcussen): What steps did the 
REC take to protect the first mortgage loan? 

Mr. Jones: J will object to that. [629] 

Q. (By Mr. Mareussen): I hand you Respond- 
ent’s Exhibits C and D, and ask you to state what 
they are. 

Mr. Jones: Those exhibits speak for themselves. 
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~The Court: You don’t have to ask the witness 
what they are. 

Mr. Marcussen: Do you understand what they 
are? 

The Witness: Yes. 

The Court: Tell him what they are if he doesn’t 
know it, and go on with the questioning. 

Q. (By Mr. Marcussen) : What was the pur- 
pose? I pointed out to you that these are standby 
agreements, which run in favor of the corporation. 

The Court: What corporation do you have ref- 
erence to? 

Mr. Marcussen: In favor of the RFC. 

The Court: All right. Call it the RFC. 

Mr. Mareussen: And that it included the Oregon 
Electric Steel Rolling Mills as an operator, and cer- 
tain individuals as standby creditors. 

Q. (By Mr. Marcussen): Will you explain what 
standby creditors? . 

A. These people were advancing money 

Q. In the first place, what is meant by standby 
creditors? [630] 

A. Well, if a concern owes money to certain 
individuals, they agree to stand aside or to wait, or 
to waive any action on their part to assert their 
claims as creditors, until certain other conditions 
have been met. In the case of the RFC, they would 
stand by in deference to the RFC loan. 

Q. Until when? 

A. Until the RFC’s debt is extinguished, or until 
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they get the consent of the RFC to make payment. 
Q. Can you state what the comparative position 


of the RFC is on its loan with respect to the pros- 


pect of payment, in general, or the point of view 
of the RFC as between a situation where the net 
worth and capital of the corporation is equal to 
about one-half of the assets on the one hand, and 
a situation, on the other, where there is a standby 
agreement. 

Mr. Jones: I will object to that on several 
grounds. First, it is incompetent, irrelevant and 
immaterial; second, assuming a set of facts not in 
evidence; there is no showing that they went into 
this application at all, or that it was the basis of 
this loan. 

The Court: I will sustain the objection. 

Mr. Marcussen: Your Honor, this is a standby 
agreement; it does not assume any facts in evi- 
dence; I am merely calling his attention to it. 

The Court: Go ahead and ask him the question. 

Mx. Marcussen: I have asked him a question 
with [631] respect to the comparative positions. 

The Court: And then you go on and say what 
the comparative position is. 

Mr. Marcussen: No; I am asking him as an 
expelt. 

The Court: Go ahead and ask him. 

A. The question was not very clear. 

Mr. Marcussen: Waull vou read the question to 
the witness? 
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(Whereupon the last question was read aloud 
by the reporter as above recorded. ) 


Q. (By Mr. Marcussen): Do you understand 
the question? A. Iam afraid I do not. 

@. Where a corporation is organized and has 
$187,000 of capital stock paid in, and has no other 
net worth; with assets of $2,000,000; or has a net 
worth, in any event, which is less than one-half of 
its total assets; i such case, what procedures are 
used, and what is the practice of the RFC in protect- 
ing itself on loans that they may make to such a 
corporation ? 

Mr. Jones: That is assuming the RFC sets up 
such a standard. 

The Court: If they have such a standard? Do 
they have such a standard? 

The Witness: Where it is necessary we will 
have a [632] standbv agreement. 

The Court: In a case of this kind, you deem it 
necessary, or did deem it necessary? 

The Witness: Yes. 

The Court: All right. You can go ahead and 
answer the question. I will overrule the objection. 

Q. (By Mr. Mareussen): Would you deem it 
necessary to protect yourself? A. Wes: 

Q. You deem it necessary to take such precau- 
tion to protect the RFC loan in a situation such as 
I have described ? A. Yes. 

Q. Will you state what those practices are of 
the RFC? 
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A. Where an advance is made to strengthen the 
position of the company in the form of a loan? 

Q. Strengthen the position of the company from 
the point of view of the RFC, or strengthen the po- 
sition of the loan, when a loan is made by the 
RFC? A. What do you want now? 

Q. What steps are taken by the RFC in making 
a loan to a company having a ratio of net worth 
and assets as I have described them to you? 

A. We might suggest that they pay in more 
capital, or put in more surplus; or the third way 
to get advances would be made in the form of a 
standby agreement, if we think the [633] financial 
structure should be strengthened; we feel we are 
protected by a standby agreement just the same as 
though it were capital stock because it is subordi- 
nate to our loan. 

Q. And are Exhibits C and D such as are gen- 
erally used by the RFC? 

Mr. Jones: We don’t care about what is gen- 
erally done. The question is, what was done. 

The Court: Is that what was done? 

Mr. Jones: He is putting it on general grounds, 
asking what the general practice is. 

Q. (By Mr. Mareussen): These are the standby 
agreements that you used in this case? 

A. Yes. 

The Court: You don’t have to ask him that if 
it has been stipulated. 

Mr. Marcussen: It has not been stipulated. 
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Mr. Jones: But they are in evidence. 

Q. (By Mr. Mareussen): I will hand you Re- 
spondent’s HH for identification and ask you to 
state what that is (hands document to witness) ? 

A. The Agency Examiner’s report on business 
application. 

Q. For what corporation ? 

A. For Oregon Electric Steel Rolling Mills. 

Mr. Marcussen: If Your Honor please, I would 
like [634] to offer that in evidence at this time. 

The Court: Is there any objection? 

Mr. Jones: I don’t know; I will have to look 
at it. 

Mr. Marcussen: May I ask counsel if he is going 
to object? 

Mr. Jones: We are going to object. 

Mr. Marcussen: Then I will identify it further. 

Q. (By Mr. Marecussen): Will you state what 
the practice is for the preparation of this report 
by the RFC, and particularly the reason and how 
they are prepared? 

A. The reason, of course, that they are prepared 
is to assemble the facts to present the same for 
the approval of loans. What was the other ques- 
tion. 

Q. What is the source of the information that 
is contained in the report? 

A. It is based on information received in a loan 
application prepared by the applicant, by supple- 
mental information received from other sources, 
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banks, trade, Dun and Bradstreet, or further in- 
formation received from the applicant subsequent 
to the date of application. 

The Court: Received by whom? 

The Witness: By the Examiner in the Loan 
Agency. [635] 

Q. (By Mr. Marcussen): Is that information 
received, in part, in conference with the applicant 
after the filing of the application? 

A. Yes, many times it is; as a general rule, it is. 

Q. Are all those things in the usual course of 
business gone over with the applicant before the 
final preparation of the report? 

A. ‘That is correct. 

’ Mr. Marcussen: I think that sufficiently iden- 


ices it. 


Mr. Jones: I notice the heading here ‘‘confi- 
dential.’’ There is information in there that the 
applicant knows nothing about. 

The Witness: That is true. 

My. Jones: And he doesn’t even know the source 
of that information? 

The Witness: That is true. 

Mr. Jones: And the appheant has not signed it, 
and it was never submitted to him first? 

The Witness: That is true. 

Mr. Jones: We object to it, based on informa- 
tion or sources unknown to the Petitioner in this 
case; we object to it as incompetent, irrelevant and 
immaterial. 
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The Court: I will sustain the objection. 

Q. (By Mr. Marcussen): Was the RFC loan in 
this case—will you state on [636] what document or 
documents the RFC loan in this case was grantéd? 

A. I don’t understand the question. 

Q. On the basis of what document was final ap- 
proval for the RFC loan made in this case? 

A. According to the usual practice. 

Q. On what document? 

A. You mean on the basis of the application? 

Q. Or any other document? Was it on this docu- 
ment, the Examiner’s report? 

A. Yes, that is correct. 

Q. And the application, also, which is already 
in evidence in this proceeding? A. Yes. 

Q. And from time to time, after the application 
for a loan is received, is it necessary for the RFC, 
in the course of its usual practice to obtain addi- 
tional information ? 

A. After the loan is granted? 

Q. No; after the application is filed? 

A. In most instances, it is necessary. 

Q. Is there usually a considerable lapse of time 
between the filing of the application and the prep- 
aration of the Agency Examiner’s report? 

A. Well, that varies; sometimes it drags on quite 
a while; it depends on how difficult it is to get 
information. 

Q. Sometimes is there a considerable lapse of 
time [637] between the filing of the application and 
the final approval of a loan? A. Yes. 
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The Court: What is the date of this document? 

Mr. Marcussen: The date of the report, if Your 
Honor please, that is, this document, Respondent’s 
HH for identification is December 10, 1941. 

The Court: On what date was the loan granted ? 
Does the stipulation show? 

Mr. Marcussen: Yes. I think the evidence does, 
also. 

Mr. Jones: December 15, 1942. 

Q. (By Mr. Marcussen): Do you know when 
the application itself was granted and approved. 

A. I think it was sometime in April, 1942. 

Mr. Marcussen: I think there is a resolution on 
file, one of the Respondent Exhibits, which shows 
the granting of the loan. 

Q. (By Mr. Marcussen): Is final approval of 
the loan granted in Washington? 

A. At that time, most loans were. At the pres- 
ent time, the local agency has authority to make 
loans up to $100,000; everything above that goes 
to Washington. 

Q. At this time everything went to Washington, 
in 1942? A. Yes. [638] 

Q. What is the source of the information, or 
most of the information contained in the Examiner’s 
report? 

Mr. Jones: If the Court please, he has been all 
over that once. 

Mir. Marcussen: I am trying to qualify it. It 
seems to me I should have to qualify that. 
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A. From the application, from mformation sub- 
sequently received from the applicant, from infor- 
mation received from a credit agency or bank, or 
different sources from which we could get the in- 
formation. 

Q. (By Mr. Marcussen): Now, with respect to 
all pertinent information that comes from the ap- 
plicant or his representative, is that information 
contained in the Examiner’s report? 

A. That is right. 

Mr. Marcussen: Now, if Your Honor please, I 
submit here is an application which is already in 
evidence, which makes certain preliminary repre- 
sentations, or contains preliminary representations 
by the applicant for a loan. 

The Court: What is the date of the application? 

Mr. Marcussen: The date of the application is 
October 29, 1941; and this is the Examiner's report. 

The Court: I will overrule the objection. 

Mr. Marcussen: Very well. 

Mr. Jones: May I save an exception to that? 

The Court: Yes. 

My. Jones: That was based on my original 
grounds. 

The Court: Yes. That will be marked as Re- 
spondent’s HH. 


(The document referred to was marked and 
received in evidence as Respondent’s Exhibit 
leUel.) 


Q. (By Mr. Marcussen): I now hand you Re- 
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spondent’s P, which is in evidence in this case, which 
is the application of the Oregon Electric Steel Roll- 
ing Mills for a loan, to the RFC, and I direct your 
attention to Exhibit I, page nine of that application, 
which bears the heading of ‘‘current financial state- 
ment,’’ and under that it states pro forma as of 
the date the mill is completed, and I ask you to 
state for the benefit of the judge what that state- 
ment is? 

A. In connection with the applications, made of 
new enterprises, we ask that they submit a pro 
forma financial statement to give us an idea what 
the financial structure will be like when the organ- 
ization is completed. In a going established con- 
eern it is different. In a new concern, they cannot 
give a financial statement, so it is projected into 
the future. 

@. On the application, the pro forma statement 
—is that pro forma statement supplied by the ap- 
plicant ? A. Yes. [640] 

Q. I hand you Respondent’s HH which is the 
Examiner’s report dated December 10, 1941, and 
I call your attention to page 4 of that document, 
and the pro forma statement contained on that page, 


and I ask you where the information was secured 


on the basis of which that statement was made up? 
A. I don’t know, because I was not assigned to 
it; this application was not assigned to me. 
Q. What is the practice of the REC in obtain- 
ing information on which estimated pro forma state- 
ments are gathered for the Examiner's reports? 
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A. That would naturally have to be secured from 
the applicant. 

Mr. Jones: I move to strike the question and 
answer. ‘Ihe answer is not responsive. 

The Court: He asked you what the practice was; 
it is secured from the applicant. 

The Witness: That is correct, sir. 

The Court: The objection is overruled. 

Mr. Marecussen: I think that for the most part 
the document speaks for itself. That is all [ wanted 
to clear up. 

The Court: Do you have any further questions? 

My. Marcussen: That is all. 

The Court: Does Petitioner’s counsel have any 
cross-examination? [641] 

Mr. Jones: This is a very technical document, 
and I am not too much informed about it, not suffi- 
ciently to examine the witness on it immediately. 
I would like to have five minutes to consult with 
an accountant before cross-examining. 

The Court: We will take a five minute recess. 


(Whereupon a five minute recess was taken.) 
The Court: You may proceed, Mr. Jones. 


Cross-Examination 
By Mr. Jones: 

Q. J am not sure I understood one point in 
vour testimony. You said something to this effect, 
that if a corporation has assets of $2,000,000 and 
a net worth of $1,000,000, the capital stock and 
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surplus, I mean, at $1,000,000, what kind of a loan 
would you make? 

Mr. Marcussen: I will object to the question on 
the ground that he didn’t testify to that. 

Mr. Jones: Iam trying to find out. 

The Witness: I don’t think I did. 

Q. (By Mr. Jones): What was your testimony 
along that line? 

A. I think the question that was asked was what 
capital should a concern have, in my opinion, if 
the total assets were $2,000,000. I believe that was 
the question. 

Q. Assuming that was the question and answer, 
for what [642] purpose would you say it should have 
that amount of capital and surplus? 

A. I think it is generally agreed that the incor- 
porators or the owners of the business should have 
as much or more in it than the creditors. 

Q. Let me ask vou this: Durmg the war, did 
you hold people to that ratio in making RFC loans? 

A. Not entirely. 

Q. As a matter of fact, on this very loan, on 
this pro forma statement, the total assets were $890,- 
000, weren’t they? ee Ves: 

Q. And the net worth of the company was stated 
pro forma as $250,000? 

A. That was in the application. 

Q. That is the pro forma statement in the ap- 
plication ? 

A. Yes. The loan was not based on that. 
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@. As a matter of fact, when you finally made 
the loan, there was not this much actual capital, 
was there? A. That is true. 

Q. And you made a loan of $700,000 on issued 
capital of $187,000? A. Yes. ° 

Q. You knew that was the issued stock at the 
time you made it? A. Yes. [643] 

Q. There was no misunderstanding on your part? 

ee Unis rien 

Q. Now, you spoke a good deal about standby 
creditors. Actually, the standby creditors position 
is governed by a standby agreement ? A. Yeo 

Q. It may mean one thing in one case and an- 
other thing in another? A. ‘That 1s fighie 

@. It may mean one thing for one kind of a debt, 
and another thing for another kind of a debt? 

A. . That’s right. 

@. But, in the final analysis, the standby gov- 
erns what the position is of the creditor with re- 
spect to other creditors; is that right? 

A. Yes. 

Q. Is there any payment being made on that 
loan? Ave there any payments being made on that 
loan by the Oregon Steel? A. Yes. 

Q. And the capital stock is still $187,000; that 
is, the issued capital stock? 

Ace UA sei lie, 

Q. And it is accumulating a surplus, is it not? 

A. That is right. [644] 

So that, even with the RFC, you don’t hold 
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rigidly to any fixed formula in the ratio of assets 
to net worth? 

A. No; I think I said ‘‘as a general rule.”’ 

Q. Circumstances alter cases ? A. Yes. 

Q. And the war situation altered many eases 
didn’t it? A. Yes. 

Mr. Jones: That is all. Thank you very much. 


Redirect Examination 
By Mr. Marcussen: 

Q. Mr. Cruickshank, I have just a few ques- 
tions. In this case, why was the RFC willing to 
advance such a loan with only $187,000 paid in 
capital ? 

Mr. Jones: ‘That was gone over on direct ex- 
amination thoroughly. 

Mr. Marecussen: No, it was not. It is simply in 
response to a question that counsel has asked on 
cross-examination. 

The Court: I will overrule the objection. 

The Witness: Shall I answer the question ? 

Q. (By Mr. Marecussen): Yes. 

A. We had in that case,—there were advances 
made, covered by the standby agreement, which, 
I believe, I stated before, we were satisfied to take 
in lieu of paid in capital [645] stock. 


Reecross-Examination 
By Mr. Jones: 
Q. By that you mean, Mr. Cruickshank, that the 
ereditors, the Alaska Junk Company, on whatever 
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(Testimony of James H. Cruickshank.) 

the Oregon Steel owed them, without trying to tie 
any name on the accounts or the type of obligation, 
but whatever the obligation of Oregon Steel was 
to Alaska? 

A. I don’t know that I understand you. 

Q. Without trying to tie any name on the ac- 
count or the type of obligation, whatever the obli- 
gation of Oregon Steel was to Alaska, you felt that 
you were protected in having the Alaska Junk stand 
by with respect to certain other assets? Is that cor- 
rect? A. That is right. 

@. You had some prior rights? 

A. That is right. 

Q. You are not trying to catalogue that as ecapi- 
tal stock, or anything else? 

A. That’s right. 

Q. That standby agreement just gave you a prior 
position ? A. That’s right. 

Mr. Jones: - That is all. 

Mr. Marcussen: That’s all. 

The Court: You may stand aside. [646] 

(Witness excused. ) 


The Court: Call your next witness. 


Whereupon, 
Wee Ginn 


recalled as a witness by and on behalf of the Re- 
spondent, having been previously sworn, was 
further examined and testified as follows: 


The Court: The Court is not going to tolerate 


a 5 a eee 
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(Testimony of W. P. Grey.) 
ealling witnesses back from cross-examination, un- 
less there is some reason for it. 

Mr. Marcussen: Permission was granted to re- 
eal] this witness to clarify one point. 

The Court: Oh, yes, but please avoid it. It is 
a bad habit that you want to avoid. 


Direct Examination 
By Mr. Mareussen: 

Q. I call your attention to the last paragraph 
on page 9 on the Dun and Bradstreet of July, 
1947, concerning the Wolf and Schnitzer Machinery 
Company, or the Alaska Junk, and I call your at- 
tention to the following sentence in the last para- 
graph which was read in evidence this morning: 
‘“At December 31, 1942, advances from the prede- 
cessor to that former related concern totaled ap- 
proximately $572,000, such advances being subse- 
quently extended to approximately $75,000. ”’ 

A. It should have been $750,000. There is a 
typographical [647] error there. 

Q. Calling your attention to the first part of the 
sentence, what is meant by the phrase ‘‘ predecessor 
to that former related concern’’? 

A. The predecessor is the four partners, Mr. 
Schnitzer, Mr. Wolf, and their wives. _ 

Q. What is the ‘‘former related concern’’? 

A. he former related concern,—this analysis 
here is related to this partnership, which was 
ehanged in the history. It was changed to this 
partnership here (indicating). 
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(Testimony of W. P. Grey.) 

Q. When you say ‘‘this partnership’’ you mean 
the Schnitzer and Wolf Machinery Company ? 

A. That is simply the style. 

The Court: The only purpose for which he was 
to be recalled, was to show whether it was a typo- 
evaphical error there in showing $75,000 instead of 
$750,000. 

‘Mr. Marcussen: The entire sentence was nega- 
tive. Therefore it was all in question. 

The Court: The Court will excuse the witness. 
He has answered that question. 

Mr. Marcussen: May I have an exception? 

The Court: You may have an exception. 


(Witness excused. ) 


Mr. Marcussen: If Your Honor please, the Re- 
spondent rests. [648] 


* % % 
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The Tax Court of the United States 


T. C. Docket No. 14208 
SAM SCHNITZER, 
Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14209 


HARRY J. WOLF, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14278 


MONTE L. WOLF, 
Petitioner, - 


Vs. , 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14279 


BLOSSOM M. GOLDSTEIN, 
Petitioner, 
VS. 


' COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
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T. C. Docket No. 14280 


CHARLOTTE C. COHON, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14372 


ESTATE OF JENNIE WOLF, Deceased, by 
Harry J. Wolf, Administrator de bonis non of 
said estate with will annexed, and by Harry J. 
Wolf, former executor of said estate, 

Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


STIPULATION 


It is hereby stipulated and agreed by and between 
the parties hereto, by their respective counsel, that 
for the purposes of these proceedings the following 
facts are admitted and shall be taken as true, with- 
out prejudice to the right of either party to present 
other and further evidence not inconsistent with the 
facts herein stipulated to be taken as true, and the 
right of either party to argue on brief the question 
of the materiality of any of the facts herein set 
forth. All exhibits referred to herein are submitted 
herewith, made a part hereof and shall be received 
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in evidence unless objection is made and sustained 
to the admission of any exhibit on the ground of 
its relevancy, and/or materiality. 


1. The returns for the years 1942 and 1943 
herein involved were filed by petitioners Sam 
Schnitzer, Harry J. Wolf and petitioner’s decedent, 
Jennie Wolf, with the Collector for the District of 
Oregon on the cash and calendar year basis. 


2. During the years 1942 and 19438, Alaska Junk 
Company, hereinafter sometimes called Alaska 
Junk, a co-partnership, kept its books and made its 
returns on the accrual and calendar year basis. 


3. Petitioner Harry J. Wolf died on February 
6, 1948. Monte L. Wolf, his son, is the duly ap- 
pointed, qualified and acting executor of the will 
and estate of said Harry J. Wolf, deceased. The 
said estate by Monte L. Wolf, Executor, may be 
substituted as the petitioner in proceeding, Docket 
No. 14209. 


4. Prior to his death, petitioner Harry J. Wolf 
was the duly and regularly appointed executor of 
the estate of his wife, Jennie Wolf, deceased. After 
the said estate was closed and Harry J. Wolf dis- 
charged as said executor, said estate was reopened 
by proper order of court and by said order Harry 
J. Wolf was duly appointed the administrator de 
bonis non with the will annexed of said estate and 
was duly authorized to institute the proceeding at 
Mocket No. 143872. Harry J. Wolf qualified as said 
administrator and acted in such eapacitv until his 


528 Sam Schnitzer vs. 


death. After his death his son, Monte L. Wolf, 
succeeded him as such administrator. The above 
proceeding may accordingly be prosecuted by him. 


5. Petitioner Sam Schnitzer and Rose Schnitzer 
were intermarried in Portland, Oregon, in 1906, 
and ever since have been and now are husband and 
wife. Petitioner Harry J. Wolf and petitioner’s 
decedent Jennie Wolf were intermarried at Port- 
land, Oregon, June 16, 1906, and were husband and 
wife at all times from said date until the death of 
Jennie Wolf on April 8, 1945. 


6. Petitioners Monte L. Wolf, Blossom M. Gold- 
stein and Charlotte C. Cohon are the children of 
petitioner Harry J. Wolf and petitioner’s decedent, 
Jennie Wolf. At the time of her death Jennie 
Wolf was the owner of property and assets of 
the then fair market. value in exeess of the de- 
ficiency asserted by the respondent against her 
estate in the proceeding, Docket No. 14872. The 
above-named children of Jennie Wolf were the 
distributees of the residuary assets of her estate 
and as such distributees each received on or about 
April 1, 1946, from said estate, property and assets 
having a fair market as follows: 


Monte. L, Wolo eee $22,923.09 
Blossom M. Goldstein.......... $23,859.57 
Charlotte’ C. Cohon.. 3a ae $24,112.08 


After the distribution of said property and assets 
to said children, said estate was left without any 
means whereby any deficiency which this Court may 
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determine against the Estate of Jennie Wolf might 
be paid. By reason of the distribution of said 
property and assets of the Estate of Jennie Wolf, 
as aforesaid, each of the petitioners Monte L. Wolf, 
Blossom M. Goldstein and Charlotte C. Cohon be- 
came liable at law and in equity to the extent of 
amount set forth above opposite his or her name 
‘for the payment of any deficiency which may in 
these proceedings be finally determined against the 
| Hstate of Jennie Wolf for the taxable years herein 
involved with interest as provided by law. 


7. During the years 1942 and 1943 Alaska Junk 
was engaged in the business of buying, selling and 
generally dealing in junk, new and second-hand 

pipe, tools, machinery, hardware, scrap and new 
‘metal and metal products of every character. Its 


principal place of business was in Portland, Oregon. 


8. Exhibit 1 is a copy of a document executed 

on January 3, 1928, by petitioners Sam Schnitzer 

_and Harry J. Wolf, and their wives Rose Schnitzer 
and Jennie Wolf. 


9. Exhibit 2 is a copy of the Assumed Business 
Name Certificate which the partners of Alaska Junk 
filed with the Recorder of Conveyances of Multno- 
mah County, Oregon, January 3, 1928. Said cer- 
tificate was recorded in the Record of Assumed 
Business Names of said county and state on Janu- 
ary 3, 1928, in Book 16 at page 140 thereof, and 
no document in any way modifying, changing or 
cancelling the effect or terms of said certificate was 
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made or filed prior to the end of the calendar year 
1943. 


10. Petitioners Sam Schnitzer and Harry J. 
Wolf each draw a salary of $10,000.00 in each of the 
years 1942 and 1948 from Alaska Junk, which 
salaries were deducted as business expenses of the 
partnership prior to any division of the remaining 
profits between the partners. Rose Schnitzer and 
Jennie Wolf did not draw salaries from Alaska 
Junk. 


11. Oregon Electric Steel Rolling Mills (herein- 
after sometimes called Oregon Steel), an Oregon 
corporation, was organized June 4, 1941. Its 
authorized capital consisted of 2,500 shares of a 
par value of $100.00 per share. Exhibit 3 is a 
photostatic copy of the subscriptions to the capital 
stock of Oregon Steel. Certificates for shares in 
the capital stock of Oregon Steel were issued and 
transferred as shown below in this and subsequent 
paragraphs hereof. Said stock was paid for on 
the dates shown in Exhibit 9. 


No. of 

Date Cert. No. Name Shares 
June 12, 1941 il Morris Schnitzer 1 
June 12, 1941 2 Sam Schnitzer il 
June 12, 1941 3 Harry J. Wolf il 
June 12, 1941 4 Bernard Levin 1 
June 12, 1941 5 Louis Schnitzer | 
Aug. 4, 1941 6 L. N. Rosenbaum i 
Feb. 10, 1942 a Morris Schnitzer 1251 

Feb, 10) 10m 8 Sam Schnitzer 31214 

Feb. 10, 1942 Wy) Harry J. Wolf 312% 


12. Certificate No. 1 was surrendered bv Morris 
Schnitzer, and the share represented thereby was 
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included in the above-mentioned Certificate No. 7. 
Certificate No. 2 was surrendered by Sam Schnitzer, 
and the share represented thereby was included in 
the above-mentioned Certificate No. 8. Certificate 
No. 5 was surrendered by Harry J. Wolf, and the 
share represented thereby was included in the above- 
mentioned Certificate No. 9. Certificate No. 5 was 
surrendered by Louis Schnitzer, and the share rep- 
resented thereby was reissued to L. N. Rosenbaum, 
and was represented by the above-mentioned cer- 
tificate .No. 6. 


13. Certificates numbered 8 and 9 were sur- 
rendered by Sam Schnitzer and Harry J. Wolf, and 
the shares represented thereby were reissued as 


SS eed 


follows: 
| No. of 
Date Issued Cert. No. Name Shares 
| Feb. 10, 1942 10 Rose Sehnitzer 15614 
Feb. 10, 1942 11 Sam Schnitzer 15614 
Feb. 10, 1942 12 Jennie Wolf 156144 
Feb. 10, 1942 13 Harry J. Wolf 15614 


14. Certificate No. 7 was surrendered by Morris 
Schnitzer, and the shares represented thereby were 
reissued as follows: 


No. of 

Date Issued Cert. No. Name Shares 
March 11, 19438 14 Morris Sehnitzer 625 

March 11,1943 15 Sam Sehnitzer 15714 

Mareh 11,1943 16 Rose Schnitzer 156, 

Mareh 11, 19438 17 Harry J. Wolf 15714 

Mareh 11,1943 18 Jennie Wolf 15614 
Mareh 11, 1948 19 Monte Wolf 1 


Doo Sam Schiutzer vs. 


15. After the last reissuance to November 26, 
1943, the issued stock of said corporation was owned 
as follows: 


Cert. No. Name No. of Shares 
10, 16 Rose Schnitzer 3121, 
11,15 Sam Schnitzer 3131, 

12, 18 Jennie Wolf 31214 
13,17 Harry J. Wolf 313144 
14 Morris Schnitzer 625 
19 Monte Wolf 1 
1878 


16. Exhibit 4 1s a copy of the minutes of a spe- 
cial meeting of the Board of Directors of Oregon 
Steel held on January 12, 1948, at Portland, Oregon. 


17. On or about January 12, 19438, 249 deben- 
tures, each in the sum of $1,000.00 and entitled 
‘Hirst Debenture, Oregon Electric Steel Rolling 
Mills,’’ were issued by Oregon Steel. in the total 
amount of $249,000.00, as follows: 


Debenture 
Numbers Recipient Amount 
1— 75, inel. Morris Schnitzer 2. $ 75,000.00 
76-119, inel. Sam Schnitzer 2.22) $44,000.00 
120-162, inel. Rose Schnitzer .....-...-.. 43,000.00 
163-206, inel. Harry). Wolt ...2.2- 44,000.00 
207-249, incl. Jennie Wolf .2......2.:2 43,000.00 174,000.00 


Total. = $249,000.00 


All said debentures were accepted by said persons 
to whom issued. 


18. Exhibit 5 is a conformed copy of debenture 
numbered 201, issued to and accepted by Harry J. 
Wolf. <All of the other above-mentioned debentures 
were identical in form, bore the same date and were 
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executed by Oregon Steel in exactly the same man- 
ner as said Exhibit No. 5, except for the fact that 
they bore different numbers. 

i 


19. Exhibit 6 consists of photostatic copies of 
pages J13, J22, J23 and J24 of the Journal of the 
Alaska Junk Company for the year 1948. 


20. July 14, 1943, the Stocks and Bonds account 
of the Alaska Junk in its general ledger was charged 
with the sum of $174,000.00 for said debentures 

issued to Sam Schnitzer, Rose Schnitzer, Harry J. 
Wolf and Jennie Wolf, and with the sum of $125,- 
200.00 for the shares of stock in Oregon Steel issued 
| to said persons. 


21. Exhibit 7 is photostatic copies of four journal 
entries made by and on the records of Oregon Steel. 


22. Exhibits 8, 9 and 10 are, respectively, photo- 
static copies of the Unissued Capital Stock, Stock 
Subscriptions and Capital Stock accounts of Ore- 
gon Steel in its general ledger. 


23. Exhibit 11 is a photostatic copy of the 
Debentures Payable account of Oregon Steel in its 
general ledger. 


M+. Exhibit 12 is a photostatic copy of a page 
in the general ledger of Oregon Steel, showing its 
Mortgage Payable account with the Reconstruction 
| Finance Corporation (sometimes hereinafter called 
| REC), from the opening of said account to No- 
vember 30, 1943. 
| 
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25. On December 15, 1942, Oregon Steel executed 
and delivered to RFC a promissory note in the 
sum of $700,000.00, a copy of which is marked Ex- 
hibit 13. On the same date in order to secure the 
payment of said promissory note Oregon Steel exe- 
cuted and delivered to RFC a, mortgage upon its 
real property and upon certain personal property 
described therein. Said mortgage was duly re- 
eorded on December 17, 1942, in the Record of 
Mortgages for Multnomah County, Oregon. Ex- 
hibit 14 is a copy of said mortgage. 


26. Exhibit 15 is a photostatic copy of the Notes 
Payable account in the general ledger of Oregon 
Steel for the year 1943 and a part of the year 1944, 
The balance in said account on November 26, 1948, 
was $145,499.71. The payment of all the notes re- 
corded in said account was secured by a pledge of 
the inventories and accounts receivable of a value 
in excess of said balance due on said notes. The 
notes in this account were payable to banks. The 
RFC note described in paragraph 25, above, was 
not included in said account nor were there in- 
cluded therein any notes payable to any of Oregon 
Steel stockholders. 


27. At and during all times hereinafter men- 
tioned, Morris Schnitzer was engaged in the busi- 
ness of buying and selling new and used iron, steel, 
tools and machinery in Portland, Oregon, and con- 
ducted such business under the name and style of 
Schnitzer Steel Products Co. Exhibit 16 consists 


Commissioner of Internal Revenue 530 


of photostatic copies of seven pages in the general 
ledger of Oregon Steel, showing its account with 
Schnitzer Steel Products Co. 

| 


98. “Exhibit 17 consists of photostatic copies of 
five pages in the general ledger of Oregon Steel 
showing its general account with Alaska Junk. 


— 29. Exhibit 18 is a photostatic copy of the page 
of the general ledger of Oregon Steel showing its 
account of serap metal purchased from Alaska 
Junk. 


30. Exhibit 19 is a balance sheet of Oregon Steel 
veflecting the accounts in its books as at October 
(31, 1948. 
| 31. On November 26, 1948, Oregon Steel executed 
and delivered to Alaska Junk a promissory note in 
the amount of $427,843.87 as evidence of the ad- 
vances made to it by Alaska Junk as of that day, 
shown by the books of Oregon Steel. Exhibit 20 
is a photostatic copy of said note. On the same 
day, Oregon Steel executed and delivered to Sehnit- 
zey Steel Products Co. a promissory note in the 
amount of $26,829.28 as evidence of the advances 
made to it by Morris Schnitzer (who did business 
under the assumed name and style of Schnitzer 
Steel Products Co.) as shown by the books of Ore- 
gon Steel on said date. Exhibit 21 is a photostatic 
|eopy of the last-mentioned promissory note. 


32. On November 26, 1943, Sam Schnitzer, Rose 
Schnitzer, Harry J. Wolf, Jennie Wolf and Morris 


| 
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Schnitzer sold all their stock in Oregon Steel to 
Kenneth E. Hall and A. M. Mears for the sum of 
one cent per share. After said sale and on said 
day, the directors of the said corporation held a 
special meeting in Portland, Oregon. Exhibit 22 
is a copy of the minutes of said meeting. 


33. On November 26, 1946, pursuant to the 
authority contained in said minutes, Oregon Steel 
executed and delivered to Sam Schnitzer, Rose 
Schnitzer, Harry J. Wolf, Jennie Wolf and Morris 
Schnitzer a promissory note for $249,000.00, and 
another promissory note for $151,000.00, to secure 
the payment of which it also executed on the same 
day and pursuant to the same authority a second 
mortgage in the amount of $249,000.00, and a third 
mortgage in the amount of $151,000.00, upon its 
real property and certain personal property de- 
scribed in the mortgages. Exhibits 23 and 24 are 
copies of the said mortgages, each of which contains 
a copy of the note for the payment of which it was 
given as security. 


34. The first promissory note and second mort- 
gage securing the payment of the same were de- 
livered and accepted in exchange for the debentures 
mentioned in paragraph 17. Exhibit 25 is a copy 
of the receipt for payment of said debentures, which 
were returned to Oregon Steel as fully paid. 


OF 


35. The second promissory note and third mort- 
gage securing the same were given and accepted im 
exchange for the promissory notes referred to above 
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in paragraph 31 hereof, which notes were thereupon 
each marked upon the face as follows: ‘‘Compro- 
mised and Caneelled in consideration of delivery 
of third mortgage.’’ Said notes were then returned 
to Oregon Steel as fully paid. 

36. Exhibit 26 is the general account of Oregon 
Steel on the books of Alaska Junk showing entries 
from October 22, 1941, to December 31, 1943. 


31. Exhibit 27 is the account of Oregon Steel 
on the books of Alaska Junk for scrap furnished 
by Alaska Junk to Oregon Steel showing entries 
beginning July 22, 1943, through December 14, 1943. 


38. Exhibit A is a copy of a Guaranty Agree- 
ment dated December 15, 1942, executed in favor 
of RFC by Morris Schnitzer, Sam Schnitzer, Rosie 
Schnitzer, Harry J. Wolf and Jenme Wolf. 


39. Exhibit B is a copy of a Loan Agreement 
dated December 15, 1942, executed by Oregon Steel 
through its president Morris Schnitzer in favor of 
RFC. 

40. Exhibit C is a copy of a Standby Agreement 
dated December 15, 1942, executed by Oregon Steel 
through its president, Morris Schnitzer, in favor 
of RFC and signed by standby creditors Morris 


Schnitzer, Sam Schnitzer, Harry J. Wolf and Monte 


Wolf. 


41. Exhibit D is a copy of a Standby Agree- 
ment dated December 26, 1942, executed by Oregon 
Stecl through its president, Morris Schnitzer, in 
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favor of RFC and signed by Alaska Junk Company, 
standby creditor, through its general partners, Sam 
Schnitzer and Harry J. Wolf. 


42. Exhibit E is a copy of a resolution adopted 
by the Executive Committee of RFC on April 2, 
1942, pertaining to the granting of a loan to Oregon 
Steel in the original amount of $600,000.00. 


43. Exhibit F is a copy of the same resolution 
referred to above in paragraph 42 showing various 
amendments made from time to time as therein 
indicated. 


44, Exhibit G is a copy of a resolution adopted 
by the Executive Committee of RFC on December 
2, 1942, amending the aforesaid resolution adopted 
by RFC on April 2, 1942. 


45. Exhibit H is a copy of a resolution adopted 
by the Executive Committee of RFC on December 
4, 1942, amending the aforesaid resolution adopted 
by REC on April 2, 1942. 


46. Exhibit I is a copy of a resolution adopted 
by the Board of Directors of REC on December 
8, 1942, amending the aforesaid resolution adopted 
by RFC on April 2, 1942. 


47. Exhibit J is a copy of a resolution adopted 
by the Board of Directors of REC on November 25, 
1943, pertaining to the loan made by RIC to Oregon. 
Steel, and sale to Mears and Hall. 


48. Exhibit K is a copy of the minutes of a 
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special mecting of the Board of Directors of Or eon 
Steel held on October 27, 1941. 


49. Exhibit L is a copy of the minutes of an 
annual meeting of the Directors of Oregon Steel 
held on August 10, 1942. 


— 


00. Exhibit M is a copy of the minutes of a spe- 
cial meeting of the Board of Directors of Oregon 
Steel held on December 15, 1942. 


— eee 


ol. -Exhibit N is a copy of the minutes of a spe- 
cial meeting of the Board of Directors of Oregon 
| Steel held on May 17, 1948. 


1 

| 

| /s/ ROBT. T. JACOB, 

| Counsel for Petitioners. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Coun- 
sel for Respondent. 


[Endorsed]: Filed June 11, 1948. 
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[Title of Tax Court and Causes. ] 


ORDER RE TRANSMISSION OF 
ORIGINAL EXHIBITS 


Upon motion of counsel for petitioner, it is 


Ordered: That the Clerk of The Tax Court of the 
United States shall transmit Petitioner’s Original 
Exhibits 1-27, inclusive, 28, 30, 31, 33-36, inclusive, 
65, 66, 72-79, inclusive; Respondent’s Exhibits A-2Z, 
AA-HH, inclusive, as requested in the Designation 
of Record, 15 days prior to the hearing of the above- 
entitled proceedings upon the advice of counsel of 
either party, to the Clerk of the Ninth Circuit, with 
the request that he safely keep and return said ex- 
hibits to the Clerk of this Court upon final deter- 
mination in the U. 8. Court of Appeals for the 
Ninth Circuit. 


[Seal] /s/ JOHN W. KERN, 
Judge. 


Dated: Washington, D. C., January 19, 1950. 
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In the United States Court of Appeals 
for the Ninth Cireuit. 


T. C. Docket No. 14208 


SAM SCHNITZER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14209 


ESTATE OF HARRY J. WOLF, Deceased, by 
MONTE L. WOLF, Administrator de bonis 
non with the will annexed of said Estate, 
Petitioner, 
vs. 


ee ONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14278 
MONTE L. WOLF, 
Petitioner, 
Vs. 
ee ONER OF INTERNAL REVENUE, 
Respondent. 
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T. C. Docket No. 14279 


BLOSSOM M. GOLDSTEIN, 


Petitioner, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14280 
CHARLOTTE C. COHON, 


Petitioner, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14372 


ESTATE OF JENNIE WOLF, Deceased, by 
MONTE L. WOLF, Administrator dé bonis 
non with the will annexed of said Estate, 


Petitioner, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DESIGNATION OF RECORD 


To: The Clerk of the Tax Court of the United 
States: 


Petitioners and each of them hereby designate 
that the following portions of the record, proceed- 
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ings and evidence in these cases be contained in the 
_record on appeal to the United States Court of 
Peeppeals for the Ninth Circuit: 


1. All Petitions and Amendments to Petitions. 

2. All Answers and Amendments to Answers. 

3. All Replies. 

4. Findings of Fact, Opinions and Decisions of 
the Tax Court. 


5. Petition for Review of the decisions of the 
| Tax Court together with Notice of Filing of Peti- 
| tion for Review in each of said proceedings. 


6. Transcript of Proceedings before the Tax 


Court. 
7. Stipulation. 


8. a. Petitioner’s original Exhibits 1-27 inelu- 
sive, 28, 30, 31, 33-36 inclusive, 65, 66, 72-79 in- 
clusive ; 


b. All of Respondent’s original Exhibits, desig- 
nated A-Z, AA-HH inclusive. 


9. This Designation of Record. 


10. Order to send original papers and exhibits 
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to the Clerk of the United States Court of Appeal 
for the Ninth Circuit. 

/8/ ROBERT T. JACOB, 

/s/ RANDALL 8S. JONES. 


_ Personal service of the foregoing Designation of 
Record is hereby acknowledged this 10th day of 
January, 1950. 
/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Coun- 
sel for Respondent. 


[Endorsed]: Filed Jan. 9, 1950. 


The Tax Court of the United States 
Washington 


Docket No. 14208 


SAM SCHNITZER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


CERTIFICATE 


I, Victor S. Mersch, Clerk of The Tax Court of 
the United States do hereby certify that the fore- 
going documents, 1 to 13, inclusive, constitute and 
are all of the original papers and proceedings before 
The Tax Court of the United States as set forth 
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in the ‘‘Designation of Record’’ except the original 
exhibits 1-27 inel., 28, 30, 31, 33-36 inel., 65, 66, 72-79 
incl.; A-Z, AA-HH inel., on file in my office as the 
original record in the proceeding and in which the 
petitioner in The ax Court proceeding has ini- 
tiated an appeal as above numbered and entitled, 
together with a true copy of the docket entries in 
said Tax Court proceeding, as the same appear in 
the official docket book in my office. 

In testimony whereof, | hereunto set my hand 
and affix the seal of The Tax Court of the United 
States, at Washington, in the District of Columbia, 
this 23rd day of January, 1950. 

[Seal] /s/ VICTOR 8. MERSCH, 

Clerk, The Tax Court of the United States. 


[Endorsed]: No. 12471. United States Court of 
Appeals for the Ninth Cireuit. Sam Schnitzer, Pe- 
titioner, vs. Commissioner of Internal Revenue, 
Respondent. ‘Transcript of Record. Petition to 
Review a Decision of The Tax Court of the United 
States. 


Filed February 7, 1950. 


/s/ PAUL P. O’BRIEN, 
Clerk of the United States Court of Appeals for 
the Ninth Cireuit. 
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In the United States Court of Appeals 
for the Ninth Cireuit 


T. C. Docket No. 14208 


SAM SCHNITZER, 
| Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14209 


ESTATE OF HARRY J. WOLF, Deceased, by 
MONTE L. WOLF, Administrator de bonis 
non with the will annexed of said Estate, 

Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14278 


MONTE L. WOLF, 
Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
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T. C. Docket No. 14279 


BLOSSOM M. GOLDSTEIN, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14280 


CHARLOTTE C. COHON, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


T. C. Docket No. 14872 


ESTATE OF JENNIE WOLF, Deceased, by 
MONTE L. WOLF, Administrator de bonis 
non with the will annexed of said Estate, 

Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


MOTION TO CONSOLIDATE APPEALS 


The above named petitioners on review and each 
of them, acting by and through their attorneys of 
record, hereby move this court to consolidate the 


( 
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above entitled proceedings for purposes of the 
printed record on appeal, the briefing, the hearing, 
the argument, the decision and for al] other pur- 
poses connected with the final disposition of said 
proceedings on review. 

This motion is based on the grounds that all of 
the above entitled proceedings were consolidated for 
trial below in the Tax Court, that the Tax Court 
made but one set of findings of fact and rendered 
but one opinion in connection with all of these cases, 
that each of these cases involves the same facts, 
that each of the petitioners on review was either 
a partner or is now the transferee of a decedent 
who was a partner in a partnership known as the 
Alaska Junk Company, that the sole question for 
decision concerns the deductibility of a bad debt by 
said Alaska Junk Company, and that the decision 
on this single point is determinative of the income 
tax liability of each of said partners or said trans- 
ferees of partners who are the petitioners herein. 

/s/ ROBERT T. JACOB, 

/s/ RANDALL S. JONES, 
917 Public Service Building, 
Portland 4, Oregon. 


JT, Randall 8. Jones, being on oath first duly 
sworn, depose and say: 


That on the 13th day of February, 1950, I served 
the foregoing Motion to Consolidate Appeals upon 
Charles Oliphant, Chief Counsel, Bureau of Inter- 
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nal Revenue of the United States, by on said day 
depositing a duly certified copy thereof in the 
United States mails with full postage and registra- 
tion charges prepaid, addressed to Charles Oliphant, 
Chief Counsel, Bureau of Internal Revenue of the 
United States, Internal Revenue Building, Wash- 
ington, D. C. Said papers were deposited in the 
United States mails at the Federal Post Office, 
S. W. Sixth and Main Streets, Portland 4, Oregon. 
| /s/ RANDALL 8. JONES. 


Subscribed and sworn to before me this 13th day 
of February, 1950. 
[Seal] /s/ JACQUELINE MOHLAND, 
Notary Public for Oregon. 
My commission expires: 9-22-52. 


So Ordered: 
/s/ WILLIAM DENMAN, 
Chief Judge. 


/s/ HOMER BONE, 
/s/ WM. E. ORR, 
U.S. Cireuit Judge. 


[Endorsed]: Filed Feb. 15, 1950. 
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[Title Court of Appeals and Causes. ] 


STATEMENT OF POINTS ON WHICH — 
PETITIONERS INTEND TO RELY 


The petitioners on review hereby enumerate the 
points on which they intend to rely on appeal and 
which are as follows: 


1. The Tax Court erred in holding that the sum 
of $202,350.60 charged off as a bad debt by the part- 
nership in which petitioners were partners was not 
a bad debt and not deductible in computing the 
net income of said partnership and petitioners’ net 
income subject to taxation for the taxable year 1943. 


2. The Tax Court erred in holding that the total, 
or any amount in excess of $125,000.00, representing 
bills paid for, cash advanced to, and goods sold to 
Oregon Electric Steel Rolling Mills by the partner- 
ship in which petitioners or their transferors were 
partners, constituted a contribution to the capital of 
said Oregon Electric Steel Rolling Mills. 


3. The Tax Court erred in not finding and hold- 
ing that all and every part of said sum of $202,- 
350.60 was a debt owed to the partnership in which 
petitioners were partners. 


4+. The decision entered by the Tax Court herein 
is contrary to the law, the Tax Court’s findings of 
fact, and the evidence; and is not supported by said 
findings of fact or the evidence and is in disregard 
of both said findings of fact and the evidence. 
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do. ‘The Tax Court erred in failing to include in 
its findings material facts clearly established by the 
evidence which further show that the bills paid, 
eash advanced and goods sold to Oregon Hlectriec 
Steel Rolling Mills constituted an indebtedness owed 
to the partnership. 


6. The Tax Court erred in admitting respond- 
ent 's exhibits O, P, Q, U, V, AA, FF, GG and HH 
over objections of petitioner for the reasons set 
forth respectively on pages 120, 121, 122, 129, 134, 
137, 495, 589-591, 621 and 636, 639 and 640 of the 
Report’s Transcript of the Proceedings before said 
court. 


7. The Tax Court erred in receiving oral testi- 
mony adduced by respondent over objections of the 
petitioners as set forth in those portions from the 
Reporter’s Transcript of the Proceedings before 
said court which the petitioners have designated 
for inclusion in the Printed Record. 


8. The ax Court erred in sustaining objections 
of the respondent to questions asked by petitioners 
and to oral testimony offered by petitioners, which 
questions, objections and rulings thereon are set 
forth in those portions from the Reporter’s Tran- 
seript of the Proceedings before said court which 
the petitioners have designated for inclusion in the 
Printed Record. 

/s/ ROBERT T. JACOB, 

/s/ RANDALL 8. JONES, 
917 Public Service Bldg., 
Portland 4, Oregon. 
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I, Randall 8. Jones, being on oath first duly 
sworn, depose and say: 

That on the 13th day of February, 1950, I served 
the Statement of Points on which Petitioners Intend 
to Rely upon Charles Oliphant, Chief Counsel, Bu- 
vreau of Internal Revenue of the United States, by 
on said day depositing a duly certified copy thereof 
in the United States mails with full postage and 
registration charges prepaid, addressed to Charles 
Oliphant, Chief Counsel, Bureau of Internal Rey- 
enue of the United States, Internal Revenue Build- 
ing, Washington, D. C. Said papers were deposited 
in the United States mails at the Federal Post 
Office, S. W. Sixth and Main Streets, Portland 4, 
Oregon. 

/s/ RANDALL 8. JONES. 


Subseribed and sworn to before me this 13th day 
of February, 1950. 
[Seal] /s/ JACQUELINE MOHLAND, 
_Notary Public for Oregon. 


My commission expires: 9-22-52. 


[Endorsed]: Filed Feb. 16, 1950. 
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[Title of Court of Appeals and Causes.] . 


MOTION TO BE RELIEVED FROM PRINT- 
ING OR REPRODUCING EXHIBITS 


Come now the petitioners on review, by their at- 
torneys of record, and respectfully apply to and 
move the above-entitled court for an order reliev- 
ing the petitioners on review from printing or re- 
producing the exhibits in these appeals in the 
printed transcript of record on appeal, and order- 
ing that all said exhibits be considered by this court 
in their original form in determining the questions 
involved in this appeal without such exhibits being 
so printed or reproduced and as though they were 
fully set forth in said printed transcript of record. 
This application is based upon the ground that the 
exhibits and papers in these proceedings are un- 
usually voluminous and lengthy, comprising hun- 
dreds of pages of documents and accounts, many of 
which cannot be readily printed, and on the further 
eround that the cost of printing said exhibits and 
papers would be completely disproportionate to the 
convenience of having them in their original form. 

Pursuant to a similar motion of petitioners here- 
tofore filed in the Tax Court of the United States 
in which petitioners relied on Rules 11 and 31 of 
the Rules, Court of Appeals, Ninth Circuit and 
Rule 75 of the Federal Rules of Civil Procedure, 
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which rules provide for the preparation of the rec- 
ord on appeal of decisions of the Tax Court of the 
United States, the Tax Court entered an order 
that the original exhibits be transmitted to the 
Clerk of the United States Court of Appeals for the 
Ninth Cireuit fifteen days prior to the hearing of 
the appeal on the advice of the counsel of either 
party. 

/s/ ROBERT T. JACOB, 

/s/ RANDALL 8. JONES, 

917 Public Service Building, 
Portland 4, Oregon. 


I, Randall 8S. Jones, being on oath first duly 
sworn, depose and say: 


That on the 13th day of February, 1950, I served 
the foregoing Motion to be Relieved from Print- 
ing or Reproducing Exhibits upon Charles Oli- 
phant, Chief Counsel, Bureau of Internal Reve- 
nue of the United States, by on said day deposit- 
ing a duly certified copy thereof in the United 
States mails with full postage and registration 
charges prepaid, addressed to Charles Oliphant, 
Chief Counsel, Bureau of Internal Revenue of the 
United States, Internal Revenue Building, Wash- 
ineton, D. C. Said papers were deposited in the 
United States mails at the Federal Post Office, 
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S. W. Sixth and Main Streets, Portland 4, Oregon. 
/s/ RANDALL 8S. JONES. 


Subscribed and sworn to before me this 13th 
day of February, 1950. 
[Seal] /s/ JACQUELINE MOHLAND, 
Notary Publie for Oregon. 


My Commission expires: 9-22-52. 
So Ordered: 


/s/ WILLIAM DENMAN, 
Chief Judge. 


/s/ HOMER BONE, 
/s/ WM. E. ORR, 
United States Circuit Judges. 


[Endorsed]: Filed Feb. 16, 1950. 
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DESIGNATION OF RECORD 


Petitioners on Review hereby designate the en- 
tire record on appeal as material for consideration 
of the points enumerated in the Statement of Points 
on Which Petitioners Intend to Rely, to wit: 


1. All Petitions and Amendments to Petitions. 
2. All Answers and Amendments to Answers. 
3. All Replies. 


4. Findings of Fact, Opinion and Decisions of 
the Tax Court. 


5. Petition for Review of the decisions of the 
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Tax Court together with Notice of Filing of Peti- 
tion for Review in each of said proceedings. 


6. All parts of Transcript of Proceedings before 
the Tax Court relating to the questions involved 
in this appeal and which parts are as follows: 

Beginning on p. 32, line 9, to and including third 
line from bottom p. 49. 

Beginning on p. 57, ninth line from bottom, to 
and including the 5th line from the bottom of 
page 175. 

Beginning with line 8, p. 187, to and including 
line 6, p. 195. — 

Beginning with line 11 from the bottom of page 
199 ready ‘‘By Mr. Jones,’’ to and including first 
line page 212 reading ‘‘to make that clear.”’ | 

3eginning on p. 220, ‘‘Cross-Examination by Mz. 
Marcussen’’ to and ineluding fifth line from bot- 
tom, p. 234. 

Beginning at the 9th line from the bottom of p. 
245, reading ‘‘By Mr. Marcussen,”’ to and inelud- 
ing bottom, p. 315. 

Beginning line 8, p. 320 (‘‘Q. During the time, 
etc.’’) to and including sixth line from bottom, p. 
302. 

Beginning p. 371, third line from bottom, to and 
including line 11, p. 425. 

Beginning top p. 4385, to and including fourth 
line from bottom, p. 439. 

Beginning p. 452, line nine, to and including line 
6, p. 464. 

Beginning top p. 466, to and including line 19, 
p. 454. 
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Beginning p. 488 with ‘‘Cross-Examination”’ to 
and including line 11, p. 501. 

Beginning p. 512, line 3, to and including line 
4, p. 514. 

Beginning p. 525, sixth line from bottom, to 
and including second line from bottom, p. 648. 

7. Stipulation. 

8. a. Petitioners’ original Exhibits 1-27, inclu- 
sive, 28, 30, 31, 33-36, inclusive, 65, 66, 72-79, in- 
clusive ; 

b. All of Respondent’s original Exhibits, desig- 
nated A-Z, AA, BB, DD, to HH, inclusive. 

9. Designation of Record (Tax Court). 


10. Order to send original papers and exhibits 
to the Clerk of the United States Court of Appeals 
for the Ninth Circuit. 


11. Motion to Consolidate Appeals. 
12. Order Consolidating Appeals. 


13. Motion to be Relieved from Printing or Re- 
producing Exhibits. 

14. Order Relieving Petitioners from Poon 
or Reproducing Exhibits. 


15. Statement of Points on Which Petitioners 
Intend to Rely. 


16. This Designation of Record. 


Petitioners on Review, subject to approval by 
the court of the motion enumerated in 13. above 
and granting of the order in 14. above, further 
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designate that petitioners’ original exhibits and 
respondent’s original exhibits enumerated in 8.a. 
and b. above shall not constitute part of the printed 
transcript of record, but shall be considered in 
original form. 

/s/ ROBERT T. JACOB, 

/s/ RANDALL 8. JONES, 

917 Public Service Building, 
Portland 4, Oregon. 


I, Randall 8. Jones, being on oath first duly 
sworn, depose and say: 


That on the 13th day of February, 1950, I served 
the Designation of Record upon Charles Oliphant, 
Chief Counsel, Bureau of Internal Revenue of the 
United States, by on said day depositing a duly 
certified copy thereof in the United States mails 
with full postage and registration charges prepaid, 
addressed to Charles Oliphant, Chief Counsel, Bu- 
reau of Internal Revenue of the United States, In- 
ternal Revenue Building, Washington, D. C. Said 
papers were deposited in the United States mails 
at the Federal Post Office, S. W. Sixth and Main 
Streets, Portland 4, Oregon. 

/s/ RANDALL 8. JONES. 

Subscribed and sworn to before me this 13th day 
of February, 1950. 

[Seal] /s/ JACQUELINE MOHLAND, 

Notary Puble for Oregon. 


My Commission expires 9-22-52. 


[Endorsed]: Filed Feb. 16, 1950. 


